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THE BEST MEASURE OF REAL WAGES 
By Atvixn H. Hansen 
University of Minnesota 


Henry George’s “Progress and Poverty” was published in 1879. 
The central thesis of that remarkable book was that all the forces of 
progress, so called, were driving a wedge horizontally through society, 
making the poor poorer and the rich richer. What were the facts 
in the case? Nobody knew. Common experience was not able to 
give a convincing answer. Scores and hundreds of individual in- 
stances could be cited to prove opposite theses. But the chart of the 
economic well-being of the wage-earning class had not been plotted. 
No one knew whither the genie of industrialism with its inventions and 
and improved processes was leading us. Classical economics in its 
dynamic aspects had been pessimistic. Ricardo believed that increasing 
population in spite of inventions and improvements would force culti- 
vation to a lower margin of production; profits, the share of the 
residual claimant, would fall; accumulation would be checked; the de- 
mand for labor would accordingly decline; and wages would gradually 
be forced down. Karl Marx carried this pessimism a step farther. 
He held, contrary to the Ricardian analysis, that inventions also 
tended to reduce real wages, that they resulted in increasing drafts 
upon capital accumulation since machinery necessitates a larger pro- 
portion of fixed capital leaving less for the variable capital out of 
which labor is paid. Henry George’s pessimism ran the full gamut. 
All the elements of progress—not only increasing population, but 
inventions and even increased capital accumulation—tended to make 
labor redundant, to force it out upon a lower margin of cultivation, 
leaving a lower return to the wage-earner in spite of the fact that the 
per capita product was constantly rising, the benefits from this in- 
creased productivity accruing to the landlord class. This analysis 
was challenged theoretically by the American optimist, Francis A. 
Walker, who claimed that to the laborer feli eventually all the fruits 
of mechanical progress with its inventions and capital accumulations. 
It was not long before the opponents appealed to the facts. Sir 
Robert Giffen, four years after the appearance of “Progress and 
Poverty,” read his paper on “The Progress of the Working Classes 
in the Last Half Century.” His conclusion was that labor had made 
a gain of from 50 to 100 per cent, and by 1886 he was convinced that 
the latter figure came nearer the truth. Numerous investigators in 
all the leading industrial nations have followed up the researches of 
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Giffen, and the picture have become clearer with the 
nereasing tistical evidence, on the whole his conclusions 
have been s 

Yet there debate both in England and in the United 
States as to the wage-earning class gained or lost ground in 
the quarte: tury following 1890. All the investigations are 
in point of fact sive. Not only is the available data far short 
of the requ‘ t by the problem, but the problem itself is elusive. 
- There are a ee possible concepts of real wages: (1) the 
quantum of g services received in return for a given quantum 
of labor; (2) + ntum of goods and services received for the pro- 
duction of a intum of goods and services; (3) the quantum 
of goods and eceived per capita by the wage-earning class 


as a reward ibor without regard to the quantum of labor 


expended or t intity of goods produced. The first views the pro- 
blem from t 1] nt of the wage-earner suffering certain disutili- 
ties in perfor function. The second views the problem from 
the standpo t wage-earner as a factor in production, and 
raises the q What share of the total product goes to the factor, 
labor? The 1 nd most common, conceives the problem of real 
wages from 1 nt of the wage-earner as a consumer concerned 
with the prol f securing want-satisfying goods and services. 

Indexes of vages which run in terms of the first concept have 
usually beer tructed from hourly earnings. The effort is made 
to ascertail er the wage-earning class is getting more or less 
than formerly { 1 given quantity of work. But an interval of 
time is not a satisfactory index of work. It is a wholly unsatisfactory 
standard f1 to measure the work energy yielded up by labor. 
The work may have speeded up or there may have been restriction 
of output ng down. Moreover, if we take output as our 
standard we fail to measure the work energy expended, because 
increased out} y be due to the introduction of machinery, scientific 
management | other improved methods. There is probably no 
way of measuring accurately the work energy or ergs yielded by labor 
from time to time, and even though there were, there would still remain 
the problem of suring work energy in terms of fatigue, disutility, 
routine, monot etc. Possibly the wage-earning class may have 
gained in p! trength and thus offer greater resistance to fatigue. 
Or again the nature of the work itself may have changed, having become 
heavier or light nore or less monotonous, etc. 

The second ept runs in terms of functional distribution. It 


raises the question of labor cost per unit of output in terms of the 


he 
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products produced. It is a relative, not an absolute, concept. With 
the increasing development of capitalistic production a smaller and 
smaller percentage of the total product of industry goes to labor. 

The third concept, and the more usual one, runs in terms of economic 
welfare; that is, the material well-being of the wage-earning class in so 
far as this is dependent upon the goods and services received from the 
sale of their labor. Earnings, not rates, are required for this purpose. 
To be sure, shorter hours and leisure have an important bearing upon 
economic welfare; but this is a problem for separate study and should 
not be confused with the problem of real wages. Fluctuations in em- 
ployment must be taken account of, and therefore annual earnings’ 
must be used. Average weekly earnings if corrected for unemploy- 
ment may serve the purpose. The latter is the method employed 
by George H. Wood in his study of real wages in England. However, 
neither of these methods completely satisfies the requirements. The 
method suggested by Giffen, which he was, however, unable to follow 
for lack of data, was “to draw up an account of the aggregate annual 
earnings of the working classes for a period of fifty years ago, and a 
similar account of the aggregate annual earnings of the same classes 
at the present time, and then compare the average per head and per 
family at the different dates.” The pay-roll method used by Berridge 
in his “Purchasing Power of the Consumer” also comes essentially 
to the same thing. This method takes account of various factors 
which deeply affect the wage-earning classes, but which would not be 
taken account of if average annual earnings or weekly earnings, cor- 
rected for unemployment, were used. These factors are: (1) changes 
in the size of the family; (2) changes in the proportion of members 
of the family normally working. 

Even the method proposed by Giffen does not completely satisfy the 
requirements. It does not take account of those invisible items that 
do not appear in the pay envelope—free public services, such as those 
furnished by public schools, parks, museums, and libraries ; workmen’s 
compensation or the various funds established by many employers 
either separately or by joint action with the employees; sickness 
funds; unemployment funds, etc. Conversely it does not take ac- 
count of certain deductions that must be made from gross wages, 
such as contributions to trade-unions as trade-unions proper, not as 


*I here mean actual earnings. It is true, as Mr. Soule pointed out in his criticism 
of my paper of last March, that the Census data give the material for calculating 
annual earnings only from the average number on the pay roll; but even so, such 
annual earnings are low in depression years (as an inspection of the figures will 
readily show) due to part-time unemployment. 

See also my article on “The Buying Power of Labor During the War,” J. of Am. 
Stat. Assoc. (March, 1922). 
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“It ought to be admitted,” says Bowley, in discussing the war period, 
“that a permanent change in consumption, without any necessary re- 
duction in standard, is almost certain to be found when a post-war 
period is compared with a pre-war period, and therefore that the 
measurement of change of prices on the assumption of an unchanged 
budget cannot properly be carried over the years 1914 to 1920. But 
the problem of constructing an equivalent budget and comparing its 
cost with that of an earlier one presents many difficulties and there 
is no agreement as to its solution.” Moreover periods far removed 
in point of time may be compared not directly through a common 
identical budget, but indirectly by comparing each to identical bud- 
gets in intervening years that serve as links in the chain. In the vear 
in which the change is made, two separate budgets are constructed 
one based on the commodities used before making the additions, sub 
tractions, or substitutions; the other on the new list of commodities. 
Thus comparison between any two years is limited to identical com 
modities. This is the method used by the Bureau of Labor Statistics. 
But additions, subtractions, and substitutions of this sort merely 
help to make more inclusive the number of commodities for which 
price changes are estimated; they do not in any way bridge the gap 
between the old and the new standard. The changes from stoves to 
furnace heat, from candles and kerosene lamps to electric lights, 
from well water to running water are not registered in the cost of 
living index. Nor indeed should they be, for if vou allow changes in 
the standard to appear in the cost of living index, you would be begging 
the question; you would be introducing as a measure the thing you 
are trying to measure. It is therefore clear that the fixed budget 
or fixed standard method has severe limitations. It is incapable of 
measuring certain things which are the very heart of the problem. 
It cannot measure changes in quality, nor can it measure the effect 
of the transition from old to new commodities. It deals only with 
price and wage changes, but is baffled when confronted with changes 
in the nature and quality of the goods and services themselves. 
But perhaps it is impossible to find something other than changing 
material things that will make two distinct periods commensurable, 
something that runs in terms of human life, common to all mankind 
in all ages and in all times. The money wages of the two periods 
instead of being measured in terms of the cost of precisely a certain 
quantity of goods of identical quality, may be measured in terms of 
the cost of maintaining a certain precise standard of health and 
efficiency. Here the method of Rowntree used in his study of poverty 
in York is enlightening. “We confine,” he says, “our attention at 


e 
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present simply 1 estimate of minimum necessary expenditures for 
the maintenan erely physical health.” Food quantity he 
measured in ter! ‘f calories, the number of calories requisite for 
adult males, women, and children being graded according to Atwater’s 
researches. The kind of diet selected to make up this number of 
calories he adopted from the cheapest rations specified in the regu- 
lations of the local government board for work houses. His aim was 
to select a standard diet which would give adequate nutriment at the 
lowest practicabl t. In estimating the necessary minimum ex- 
penditure for rent he would have preferred some reliable standard 
of the “accommodation required to maintain families of different sizes 
in health, and then to take as the minimum expenditure the average 
cost in York of such accommodations.” But since in fact it would 
have been impossible for every family in York to obtain this needful 
minimum accommodation because of inadequate housing facilities, he 
concluded to fall back on the actual rent paid. But in so doing he 
of course failed t e up to the standard which he set for himself; 
viz., to estimate t necessary minimum expenditure for the mainten- 
ance of physica With respect to clothes he gathered from 
a large numl f working people information as to the clothing 
necessary to keep a man in health and not so shabby as to injure his 
chances of obtaining respectable employment. “Apart from these 
two conditions, the clothing was to be the most economical obtainable.” 
With respect to { eht, and other sundries be made estimates based 
on interviews no effort to ascertain a scientific standard of 
consumption requisite for health and efficiency. 

The method suggested by Rowntree, but not fully carried out by him, 
has certain important merits which recommend it. It gets away from 
the artificiality of a fixed budget consisting of specified goods of a 
definite quantity and quality. No such common budget in fact exists 
between any two ntries or between two periods separated by any 
considerable period of time The Rowntree method applied to the 
determination of relative real wages of different periods or places has 
a fixed standard 1 common denominator, but that standard runs in 
terms of calories, vitamines, thermal units of fuel and clothing, and 
cubic inches of The form of the goods rendering these serv- 
ices may, and in fact does, vary from time to time and from place 
to place, but the requisite heat units needed to maintain health form 


a fixed standard which makes the various periods and places com- 
mensurable. However the calories, vitamines, thermal units, and air 
space needed to maintain health vary with race, climate, and nature 
of work. A separate scale would have to be drawn for different por- 
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tions of the globe, for different types of industry and trade, and 
for the various races. These limitations are suggested by Francisco 
S. Nitti in a paper in the Economic Journal in 1896 in which he ad- 
vanced the thesis that within limits determined by race, climate, and 
nature of work, labor force grows in direct ratio to food. 

Viewing the Rowntree method from a somewhat different angle, 
the death rate may be used as an index of real wages, and, in fact, 
Rowntree makes much of the death rate in comparing the different 
income levels. If the income is insufficient to maintain the family in 
health, it follows that the death rate will be high. Nitti, also, utilizes 
this method of comparison. “Partial starvation,” he says, “does not 
act at one blow, nor does it kill, but the people or the class afflicted 
by it either pines slowly, or does not develop. Slackness in muscular 
vigor, which is made especially evident in weak labor energy, low 
stature, an irrepressible tendency to compensating idleness, an ema- 
ciated aspect, a low power of resisting disease—these are the inevitable 
effects of this kind of starvation.” The adult workman often succeeds 
in shifting the evil to his family, himself being relatively well fed in 
order to maintain his place in the race for jobs, but his family being 
undernourished. Hence the high infant mortality that goes with low 
wages. ‘Thus the degree to which incomes fall below the minimum of 
health standard may be measured with some degree of accuracy by 
the death rate. Other indexes used by Rowntree are weight and height. 

The Rowntree method measures the purchasing power of money 
wages in terms of a minimum health standard. The greater the sur- 
plus above this minimum the more imperfect this standard becomes 
as a measure of real wages. Compare two periods in which the money 
wages in the former will purchase one and one-half minimum health 
budgets while in the latter three such budgets could be purchased. 
It is clear that only portions of the two standards of consumption 
are comparable. The surplus enjoyed in either period is of course 
not spent on the minimum budget, and can therefore not be measured 
in terms of that standard. There is no logic in the conclusion that 
real wages in the latter period are 100 per cent higher than in the 
first period. What is obviously needed is some standard that can be 
applied to the commodities upon which the surplus is spent. But these 
commodities vary with the amount of the surplus and hence there is no 
common denominator. Furthermore the commodities appearing in the 
surplus are particularly subject to qualitative changes which cannot 
be reduced to quantitative terms. Much light can be thrown, however, 
on the movement of real wages by showing what per cent of the total 
budget is required, from period to period, to maintain the minimum 
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wages would probably be increased if the wage-earners became more 
efficient as producers, but similarly real wages would also be higher 
if the working class became more efficient consumers. “Given a half 
dozen Le Plays,” says Henry Higgs, “applying their minds to the 
study of the consumption of wealth among the working classes of 
England, we might expect soon to see a greater advance in comfort, 
a greater rise in the standard of life, than improved arts of production 
alone are likely to yield in a generation.” Surely a country with high 
money wages, but incapable of converting these wages into satisfying 
goods has lower real wages than a country with low money wages but 
with high efficiency in consumption. Wise spending is as important 
as high earnings. 

Le Play’s inventory studies suggest, as a measure of real wages, an 
index of the actual consumption of the wage-earning class. A con- 
sumption index serving as a measure of real wages might be constructed 
in two ways. First, a national index of consumption might be made 
showing the changes from time to time in the consumption of leading 
commodities, particularly such commodities as are consumed by the 
masses. This was one of the methods used by Giffen and later by 
George H. Wood. Wood’s consumption index consisted of fourteen 
foods. An index such as Wood’s has great merit for a period in 
which the wage-earning class is climbing out of a poverty level into 
a subsistence or subsistence-plus level. In a transition period such 
as this, an increased consumption of the better grades of food makes 
itself evident and may serve as a good index of real wages. But with 
a high level of real wages sueh as exists at the present time in the 
United States it is very doubtful that such an index could be relied 
upon. We know from Engel that beyond a certain income level ex- 
penditures for food become relatively less important. It would be 
very difficult to find a list of commodities for which the data on na- 
tional consumption are available that would constitute a reliable index 
of the trend of real wages. 

An index of consumption which is to be thoroughly reliable, at least 
for the higher comfort levels, must be all inclusive. This brings us to 
the second method of constructing a consumption index. An estimate 
is made by direct investigation of the quantities of the various commodi- 
ties consumed by working class families from time to time. In con- 
structing a general index these quantities may be weighted according 
to the actual prices of the various commodities in the base year, or 
perhaps crossing the weights of the base and given years may be pre- 
ferred. The fixed budget method estimates the variations in the 
prices of the goods included in the budget and weights these prices 


14 , n Economic Association 

according to cert intities fixed in the standard budget. The con- 
sumption index on t ther hand estimates the changes in the quanti- 
ties consumed and weights these according to the prices prevailing in 
the base year. 

The consumpt ndex has the great advantage over the other 
methods suggested ; viz., that it enables us to take direct cognizance of 
quantitative chang the standard. Suppose new commodities are 
introduced. For t ink year in which the change is made, consump- 
tion would be estimated from both the old and the new list of com- 
modities. ‘Thus t hange in the standard of consumption would not 
be indicated in the index for the link year, but subsequent years would 
register the growth in the consumption of the new commodity among 
the wage-earning LSSt \Moreover, an increase in the consumption 
of high quality goods balanced by a corresponding quantity decrease 
in low quality goods (silk and cotton hose for example) would reflect 
an increase in the consumption index since the prices of the two types 
of goods, which constitute probably the best attainable measure of rela- 
tive quality, det ine the weights used. However, changes in the 
quality of the ind ial commodities can not be measured quantita- 
tively. These intangible factors must be weighed qualitatively, but a 
study of the actual consumption of the two periods makes this sort 
of an analysis ssible, and in this respect also the consumption 
method has an advantags 

A consumption index, if it is to measure real wages, must be cor- 
rected for (1) savings and (2) income derived from sources other than 
wages. The first can be accomplished by including in the index of 
general consumpt in index of savings converted to a commodity 
basis by dividing t oney savings by a cost of living index. To be 
sure, all the objections that may be raised against the cost of living 
method would apply to this particular portion of the general index. 
The second correction can be acomplished by substracting from the 
consumption index that per cent of the wage-earners’ income derived 
from investments and other sources. 

Would it not throw much added light on the course of real wages 


if the Bureau of Labor Statistics made an investigation each year of 
the consumption of five or ten thousand representative wage-earning 


families in various parts of the country? Care should be taken to 
insure that those selected properly represent the frequency distribution 
of the size of families. Moreover, to be representative of the wage- 
earning class, the relative importance given to the different crafts 


would have to be altered with each census, so that the consumption 
index may reveal the effect on real wages, not only of changes in wages, 
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prices, and commodities, but also of changes in the industrial com- 
position of the wage-earning class. Such an index of consumption 
averaged by decades, in order to iron out the fluctuations of the 
business cycle, would be particularly useful as a check on indexes of 
real wages constructed in the usual manner from changes in the re 
tail prices of wage-earners’ budgets. 

When the British Board of Trade made a study of the cost of living 
in Germany, France, Belgium, the United States, and the United 
Kingdom in 1909 to 1911, their main effort was to estimate the cost 
of the average British workingman’s budget in the various countries ; 
or in other words, to ascertain what it would cost a British family to 
live in the other countries as they were accustomed to live in Great 
Britain. Conversely they also estimated what it would cost foreign 
working class families to live in Great Britain as they were accustomed 
to at home. They also made an effort to supplement these compari- 
sons with a study of consumption, particularly estimating the actual 
quantities of the various kinds of foods consumed in the different 
countries. The problem of converting money wages into real wages 
by using exclusively cost of living data presents peculiar difficulties 
when comparison is made between two or more countries with different 
standards of consumption and with wide differences in perquisites and 
supplementary benefits, in group and community activities—educa- 
tional, artistic, recreational, ete., all of which have an important 
bearing on real wages. Community activities and standards are pe- 
culiarly difficult to measure, but to overlook them leads to wrong 
conclusions. The commonly accepted opinion with respect to the 
superiority of the so-called American standard of living is probably 
somewhat exaggerated largely because insufficient attention has been 
paid to what may be called “community consumption.” A study con- 
fined entirely to wages and cost of living would give no adequate im- 
pression of the economic well-being of common labor in Germany, for 
example, and the United States, prior to the great war. 

A comparison of the consumption of two countries could not be 
made exclusively in quantitative terms. Only those commodities which 
are common to both countries can be measured in the consumption 
index. Certain commodities consumed in one country are unknown in 
the other, but in many cases it may be possible to find substantial 
equivalents which will represent similar standards. At any rate a 
careful study of the consumption of the two countries would enable one 
to supplement the quantitative conclusions with a qualitative analysis. 

We are here confining our attention solely to material well-being— 
to economic values. There would still remain the question of moral 
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values. H rking classes in the various periods and coun- | 
tries actu the broader sense of that term? Who got the T 
most out \ study of real wages can at best contribute only | 
a part of 1 iry for a complete answer. Western civil- ; 
ization Is 11 sure the good life in terms of material things, 
and hence: the production of goods and services. Eastern 
civilizations r hand tend to measure values in terms of | 
velease fror tive effort; to measure the worthwhileness of life 
in terms of t portion of time devoted to pursuits other than the 
productio ids and services. 
‘My coll R. S. Vaile, makes the suggestion that according to } t! 
the oriental t measure of real wages, so to speak, would be . 
leisure and is and services. From this point of view real wages | - 
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THE MOVEMENT OF REAL WAGES AND ITS ECONOMIC 
SIGNIFICANCE’ 


By Pav. H. Dovetas 
The University of Chicago. 


I. The Movement of the Cost of Living 1895-1924 


The problem of determining the movement of real wages is, of course, 
that of ascertaining the relative movement of wages and earnings on 
the one hand, and of the cost of living on the other. An accurate 
index of the cost of living for workingmen is therefore basic to the 
problem. 

Yet in trying to construct such an index of relative living costs 
during the last thirty-five years, we are handicapped by the fact that 
only since 1914 do we have first-hand material on the cost of all the 
major items for which workingmen’s families spend their money. 
These indexes of the United States Bureau of Labor Statistics, of the 
National Industrial Conference Board, and of the Massacliusetts 
Commission on the Necessaries of Life, can give us a quite accurate 
picture of the movement of living costs during the last decade. But, 
unfortunately, our materials for the twenty-five years from 1890 
to 1914 are much more scanty. The only records of retail prices that 
we have for this quarter century are those for thirty food commodities 
from 1890 to 1907, and for the next seven years for only fifteen of 
these food commodities plus coal, gas, and some articles of house fur- 
nishing. 

Previous studies of real wages’ have frankly accepted this situation 
and have used the movement of food retail prices during this early 
period as the best index of living costs. Sometimes, as in the case of 
the studies by Rubinow and by Miss Lamberson and myself, the index of 
the fifteen food commodities for which we have a continuous record 
has been used, weighted according to the 1901 budgets of workingmen’s 
families. By this method, we secure an index of 155 for 1914 in terms 
of the average for 1890 to 1899 serving as 100. Sometimes, as by 
Jones, the index of thirty food commodities has been projected ac- 
cording to the deviation in 1907 of the thirty commodities from the 
fifteen. With the average for 1890 to 1899 as 100, this method gives 


*I wish to acknowledge my indebtedness to the following persons for assistance 
in the preparation of the statistical material included in this paper: Messrs. H. N. 
Weber, who devised the formula for interpolation, E. I. Kunst, A. D. Battey, S. C. 
Ross, A. I. Danziger, and Lawrence Rollins. 

*See I. M. Rubinow, “The Recent Trend of Real Wages,” American Economic 
Review, Vol. IV, pp. 793-817; Douglas and Lamberson, “The Movement of Real 
Wages” (1890-1918) Ibid, Vol. XI, pp. 409-426. 

*F. W. Jones, “Real Wages in Recent Years,” /bid., Vol. VII, 319-330. 
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150. But even this method (although superior 

vinally employed) clearly involves two dangerous 

disparity between the fifteen and the thirty 

roximately the same throughout the years 
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.ccurate measure of the relative cost of living. 
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certainly a more satisfactory index of wholesale food prices than is 
Index A; it is also more satisfactory for our purpose than is the in- 
dex of wholesale prices compiled by the United States Bureau of Labor 
Statistics since it includes virtually all of the commodities which form 
the latter, while its weights are derived from workingmen’s budgets. 
The weights of the latter on the other hand are based upon transitions 
in the country as a whole and hence include purchases by the middle and 
wealthy classes. 

I have in turn revised Index D to include the probable change which 
the inclusion of poultry and pork chops would occasion.’ This gives 
a series of indexes, for the years 1890 to 1914 which is, I believe, the 
best measurement of wholesale prices. 


Taser 1.—TuHe Most INpeEx ofr THE Paices or Forty- 
two Foon CommMoprties Consumep WorKINGMEN 
(Average 1890-99 = 100) 


Year Index | Year Index 
1890 111 1903 105 
1891 114 1904 107 
1892 104 1905 106 
1893 } 113 1906 111 
1894 100 1907 116 
1895 | 96 1908 119 
1896 83 1909 122 
1897 &8& 1910 128 
1898 94 1911 128 
1899 96 1912 138 
1900 101 1913 134 
1901 104 1914 142 
1902 113 


But this after all is but an index of wholesale prices, whereas what 
we wish is, of course, an index of retail prices. This can, I think, be 
satisfactorily secured by assuming that the retail index of these com- 
modities varied from their wholesale index in the same proportion 
that the retail index for these identical commodities for which we have 
record varied from their wholesale index. For the years 1890 to 1907, 
this would be the relative variation of the retail from the wholesale 
index for the twenty-seven commodities while during the next seven, 
it would be the variation existing in the case of the thirteen com- 
modities. By the use of this method, we can secure a probable index 
of retail food costs which is more accurate than that of the projected 


*On the assumption that the relative change which these two commodities would 
effect in Index D, was equal to (1) the percentage change which their addition 
caused to the retail index of thirteen and twenty-seven commodities respectively 
multiplied by (2) the proportion which the total weights for the commodities 
included in the indexes of fifteen and twenty-seven commodities bore to the weights 
of the commodities included in Index D. 
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based as it is upon the actual movement of 
This index which we have used not only 
but covers their actual movements (even 
nstead of relying upon the exaggerated in- 
lity index, heavily weighted as that is with 
index numbers of retail food prices which have 


od are shown below. 


PropaBLte Inpex or THE Rexatrve Rerar Prices or Foop 
WorRKINGMEN For THE YeEaRsS 1890-1914 
(Average 1890-99 100) 

Index Year Index 
100 1907 121 
100 1908 119 
102 1909 119 
107 1910 128 
111 1911 135 
109 1912 135 
111 1913 137 
110 1914 143 
115 
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most probable index of the retail prices of these groups as obtained 
by the method which has been described. 


Taste 3.—-Tue Mosr InNpexes or THe Rerative Reran. Prices 
or Variovs Groves or Commopirres OrHEeR THAN Foop ConsumMED 
by Workinc Crass Faminies 1890-1914 
(Average 1890-99 100) 


Year Clothing and | Furniture Spirit 
} Light | Tobacco 
1890 108 100 106 | 91 
1891 99 94 101 89 
1892 | 106 97 106 92 
1893 | 97 92 96 88 
1294 | 92 91 102 97 
1895 | 94 102 96 103 
1896 102 118 101 114 
1897 | 100 104 | 96 111 
1898 | 101 98 100 112 
1899 103 112 99 112 
1900 107 123 108 111 
1901 | 102 122 109 116 
1902. | 99 136 110 111 
1903 | 110 166 119 117 
1904 | 111 143 117 118 
1905 | 113 | 136 113 119 
1906 | 121 142 118 | 120 
1907 | 131 147 129 121 
1908 113 147 120 118 
1909 114 146 | 115 115 
1910 | 119 146 123 116 
1911 | 122 146 138 123 
1912 | 115 149 137 115 
1913. | 123 152 158 119 
1914 | 119 154 154 119 


The indexes for each of these groups were then weighted by the 
relative amounts spent upon that group by workingmen’s families in 
1901. These were as follows: 


Percentage of Family 


Class of Expenditure Income Spent on 
Food 43.1 
Clothing 13.0 
Fuel and light 5.7 
Furniture and furnishings 3.4 
Liquor and tobacco 3.0 

Total, 68.2 


‘Eighteenth Annual Report of the United States Commissioner of Labor, pp. 101; 
579 ff. 
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By this method, the following index of the cost of living was se 
cured for tl veal 1890 to 1914: 


Taste 4 [ue Mosr Pronaste Inpex or THE Revative Tota. Cost or 
Livinc FoR WorKINGMEN’s Famiuirs 1890-1914 


(Average 1890-99 = 100) 
— 
. Index of Index of 
Year Year Cost ol Year Cost of 
Living | Living 

1890 | 104 1898 100 1906 119 

1891 | 101 1899 102 1907 126 

1892. | 102 1900 | 106 1908 121 

1893 10 1901 108 1909 121 

1894 | 97 1902 111 1910 128 

1895 | 7 1903 116 1911 132 

1896 | 9 1904 115 | 1912 133 

1897 | 100 1905 115 1913 137 

| 1914 139 

While the: re of course defects in such an index number as the 
above, based as it is upon such incomplete and inferential data, it 
seems to be the best that can be constructed, and it is probably a 
fairly close approximation to the actual movement of living costs. 
The necessary omission of rent, however, tends to make it a slight 
overstatement of the actual increase since rents in general tend to 
rise more slowly than other living costs. 

Fortunately from 1914 on we can move on much surer ground. The 
well-known index numbers of the Bureau of Labor Statistics and the 
National Industrial Conference Board furnished a comparative abun- 
dance of material upon the movement not only of food prices but 
for those of clothing, furniture, fuel, and (what were most conspicu- 
ously missing in the earlier index) of incidentals and of housing as well. 
The discussion as to the relative merits of these two index numbers has 
been long continued. While each is well-constructed, that of the 


Bureau of Labor Statistics is preferable for our purposes in these two 
decisive respects: (1) the data are collected by field agents and not by 
questionnaire; and (2) the indexes for the main groups of expenditure 
are weighted by their relative importance in the workers war-time 
budgets rather than by the weights applicable before 1910 as is the case 
with the Conference Board’s index. In certain other respects the 


Conference Board’s index is superior but probably not enough to out- 
weigh the se tTWwo onside rations. 

*For an analysis of the various indexes, see the bulletin of the National Industrial 
Conference Board, “The Cost of Living in the United States.” For a criticism of the 
Conference Board s index see Elma B. Carr, “Cost of Living Statistics of the United 
States Bureau of Labor Statistics and the National Industrial Conference Board,” 


Journal American Statistical Association, Vol. 484-507. 
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The Bureau of Labor Statistics series is, to be sure, more reliable for 
the years since 1920, when its weighting system was revised, than for 
the preceding years, but it is, on the whole, our most reliable index. 
I have accordingly used it as the basis for computing living changes 
but have introduced a modification which has been recommended by 
Professor Barnett. The present method of arriving at a countrywide 
index of the total cost of living is (1) to secure an index for each main 
group of expenditure, such as food, clothing, etc., by taking the simple 
average of the indexes in the various cities for each group; (2) to 
weight these group indexes by the relative amounts spent upon them 
by workingmen’s families in 1918 and 1919. 

The method that I have used is based not upon indexes for the 
main groups of expenditure but upon that of the total cost of living 
in the various cities. The index for each city was weighted by its 
relative population and a resultant index for the country as a whole 
was thus secured. 

Since the Bureau of Labor Statistics figures have only been compiled 
at intervals, it was necessary to interpolate the probable movement 
during the intervening months in order to find the average for each 
year as a whole. This was done by using for the years 1914 to 1919 
the relative monthly movements of the cost of living index compiled 
by the Massachusetts Commission on the Necessaries of Life and for the 
years since 1919, that of the National Industrial Conference Board. 
The average being thus found for each month, a simple average was 
computed for the yearly index. 

The index numbers for the various years since 1914 which were ob- 
tained by this method are as follows: 


Index Index 
1915 98 1920 205 
1916 107 1921 176 
1917 129 1922 166 
1918 157 1923 169 


1919 179 1924 169 


*George E. Barnett, “Index Numbers of the Total Cost of Living,” Quarterly 
Journal of Economics, Vol. XXXV, pp. 261-2. 
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When t! sed to the 1890 to 1899 base, we have the 


following 


( Livinc 1x tHE Untrep States 1914-24 


Index 
1890-99—100) 


1915 1920 285 

191¢ 1921 244 

1917 1922 230 

191 1923 234 

1919 1924 | 234 
Il Vf f Money Earnings 1890-1924 

There are 1in ways in which we may measure money 
wages ; nam (1) wage rates, (2) average earnings of 
employed wag ers, and (3) average earnings of the wage-earning 
class, includ ployed and those unemployed. 

By wage r t the agreed amount which is to be paid for 
an hour’s wot that of the standard working week.’ The rate 
for the weel ‘ely that for the hour multiplied by the 
number of hou rreed upon as constituting the normal week’s 
work. 

By the ave 1s of employed workers is meant the average 
amount in mo ly received by the workers. It is obtained by 
dividing the to wages during a given work period by the 
average numl 1. It thus takes into account changes in 
earnings pl | by short-time, absenteeism, overtime, fines, and 
bonuses. Sinc¢ vever, based upon the earnings of those who 
are employed, not include those who are unemployed and who 
consequently a e pay-roll of any establishment. 

The average the working-class do include unemployment. 
Since it is ssible to collect such data directly from a 
sufficient nu rs, the best method of approximating this 
is to compute a nemployment and then to modify the index 
of average ea oyed workers accordingly. This has been 
done by Prof: L.. Bowley and Mr. George H. Wood for English 
wage statis 1s I know has not been successfully at- 
tempted in t! 

Because ¢ ties of space I shall confine myself for the 
purpose of tl} ) ideration of the movement of the second 

*The previou earnings which I have made have primarily concerned 
themselves wit 

°Dr. Brissende coming study for the Census Bureau will however 


publish such an ind ope to do likewise in my final study. 
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of these methods; namely, average actual earnings, and the relation 
of these to the relative movement of the cost of living during the years 
1890 to 1914. 

The periodical censuses of manufacture enable us to compute the 
average yearly earnings in that line of industry for the years 1889, 
1899, 1904, 1909, 1914, 1919, 1921, and i925. We may find th 
most probable earnings during the intervening years by the proc 
ess of interpolation. For this purpose, a weighted average of the 
earnings shown by the various state reports on manufacturing has been 
used for the years 1890 to 1915. The statistics from Massachusetts, 
Connecticut, New Jersey, Pennsylvania, Ohio, Iowa, Wisconsin, a: 
South Carolina were those used, and the fundamental principle followed 
was to assume that the census earnings would follow the same relativ. 
movements as those of the states and that any diiferences between the 
movement of the two over a census period as a whole would be dis- 
tributed evenly throughout the years of the period. 

For the period since 1915, a substantially similar method has been 
used save for the fact that the statistics employed for interpolation 
were those collected from the country as a whole for thirteen indus- 
tries by the Bureau of Labor Statistics and for twenty other indus- 
tries by the New York State Department of Labor. When in 1922 
the Bureau of Labor Statistics enlarged the scope of its studies, 
these were substituted for the New York figures for the same indus 
tries. A weighted average of earnings in these industries as a whole 
was then computed and the results were then used to interpolate the 
probable average earnings both by months and years since 1915. The 
probable earnings for 1924 have been found by extrapolating these 
averages from the 1923 average earnings as shown by the Census of 
Manufacturing for that year. 

By similar methods, the probable average earnings by years from 
1889 and by months since 1915 have been found for some thirty in- 
dividual manufacturing industries, but because of limitations of space 
only the yearly figures for the main industrial groups into which they 
have been classified will be given. 

The average yearly earnings since 1890 of wage-workers on th: 
railroads of the country have also been computed from the annual 
reports of the Interstate Commerce Commission on Statistics of Rail 
ways which extend back to 1895. Data on the previous years have 
been obtained from the reports of the state railroad commissions of 
Massachusetts, New York, Iowa, Kansas, Minnesota, and Pennsyl- 
vania and from those of the New York Central Railroad. Fortunately 


*The material for some of the states did not extend throughout the entire period. 
Data from the, same set of states were however used in each census period 
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these state reports included not merely wage statistics for those em- 
ployed within t specific states but also for all employed on the rail- 
way systems running through the states. Because of this it is possible 
for the years 1889 to 1895 to secure data on about 40 per cent of 
the railway workers and hence to carry back by extra-polation to 1890 
the earnings on the railways 

The railway w ers have been divided into three classes and the 
average earnings of each me asured sepa rately: (1) wage-earners ; (2) 
clerks and professional workers; and (3) officials. Only the first 
group was used for the railroads as such; the clerks (as we shall see 
later) were combined with clerical and lower-salaried workers in the 
factories while the officials were omitted from later consideration. 

Average earnings on the street railways have been found through 
using the period reports of the Census Bureau and through inter- 
polating during the intervening years by the earnings in those states 
whose public service commissions have collected wage material.’ 


The probable earnings of clerical and the lower-salaried workers 
in manufacturing were ascertained by securing the average for the 
census years and then interpolating for the intercensal years by the 
average earnings of the clerical employees who were employed on the 


railroads. The method of interpolation is probably approximately 
correct although in later years, the wages of the clerical workers on the 
railways have b omewhat less fluid than those in manufacturing. 
The fact that the two have moved together in much the same degree 
over long periods of time tends, however, to confirm the substantial 
accuracy of the method employed. For teachers, the Annual Reports 
of the Commissioner of Education give full data from which the average 
yearly earnings may be computed while for 1923 and 1924, the very 
comprehensive studies of salaries which have been made by the National 
Education Association are valuable supplements. 

The records of the Methodist and Congregational Churches make 


it possible to construct an index of the annual earnings of ministers, 
while the Official Register of federal employees in Washington enables 
one to compute the probable annual earnings of these workers up to 
1920. The average salaries of postal clerks and letter carriers can 
moreover be ascertained from the Annual Reports of the Postmaster 


General. 


*Notably New York, Massachusetts, Connecticut, Ohio, Illinois, and Wisconsin. 

*This group includes the lower grades of supervisory officials which brings the 
average annual earnings up to an appreciably higher point than would be true of 
clerical workers 

*The statistics of earnings for clerical employees in 1889 give a somewhat inflated 
figure since the Census of Manufactures included in that year the salaries of 
proprietors and firm members in this group. The earnings of the clerical force 
itself therefore increased by a somewhat greater figure during this decade than is 


shown by our series 
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It is hoped that the probable average earnings in both bituminous 
and anthracite coal mines may be computed in the near future. At 
the present time however no very satisfactory index for these indus- 
tries has been found. The three other chief groups for which it 
seems impossible to derive any accurate index of annual earnings are 
those of (1) farm labor, (2) workers in the building trades, and (3) 
employees in retail and wholesale trade. The first two groups are, 
however, included in the study of wage rates which will later appear. 

We may now turn from an examination of the sources that are 
available and the methods used to a consideration of the results con- 
cerning annual earnings that have thus far been obtained. Table 6 
gives the probable average money earnings of employed workers in 
each of the main occupational groups that have been studied while 
Table 7 gives similar data for the main groups into which manufac- 
turing is divided. The average earnings in all of the occupational 
groups as a whole, which are shown in the last column of Table 6, 
were obtained by weighting the average earnings for each main group 
by the relative number employed in that group during each of the 
given years. These weights were computed upon the assumption that 
there was an even numerical growth or change during the intercensal 
periods. The relative weights which were used in the various census 
years were as follows: 


Weicuts AssigGNep To Various Lines or EMPLOYMENT 


Transpor- | 


| tation 

| Manu- | (steam | Clerical | lage. s Gov't. | Postal 
Year Teachers |Ministers|)s Em- | Em- Total 

facturing and |Employees| 

sect | | | ployees ployees | 
railways) | 

1890 | 149 | 31 | 20 14 + 1 1 220 
1899 | 189 | 39 i 1 1 267 
1904 | 219 | 55 23 | 18 } 4 1 2 322 
1909 | 265 | 65 34 | 4 2 | 391 
1914 | 281 | 75 42 | 23 | 4 2 3 430 
1919 364 | 77 | 0688 | 2 | 4 4 3 547 
1921 278 | 67 69 27 «| «4 3 4 452 
1923 350 | 74 | 62 28 | 4 4 522 


These have been reduced to two sets of relatives which use the 
averages for the ten years 1890 to 1899 and that for 1914 as the re- 
- spective bases. Table 8 shows the relative movement of money wages 
in terms of the average earnings of the nineties serving as 100 for 
employment as a whole. Table 8A in the Appendix presents the same 
material but with the average for 1914 treated as 100. 
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the various groups presents interesting 
L914 the average money earnings of the wage- 


ng were 58 per cent above their 1890 to 1899 


\ 4 ANNUAL Money 
AmeErRICAN INbUsTRY 
Gov't 
ployee 
794 3243 
786 51 
13 256 | $1096 
9 63 1101 
69 1110 
787 275 1104 
7604 279 1084 
750 284 1057 
739 291 1025 
722 302 1017 
731 313 1633 
30 321 1047 
737 329 1061 
761 340 1067 
759 357 1066 
759 372 1072 
773 388 1084 
831 409 1094 
33 $32 1102 
831 15] 1106 
163 1108 
0 179 1116 
879 502 1128 
899 518 | 1136 
938 534 1140 
984 553 1152 
1017 580 1174 
1069 605 1263 
1186 675 1385 
{ 1238 799 1520 
1428 938 1648 
1556 1104 
1622 1208 
1620 260 
l 1678 1295 


increase was 43 per cent. 


The earn- 


EARNINGS OF EMPLOYED 


All 
m G 
. | 
i ees | 

$841 | $488 
851 487 

843 | 493 

849 | 476 

864 449 

877 | 472 

882 | 464 
876 | 465 

869 | 468 

869 | 478 

876 | 489 

880 | 506 

878 | 524 

875 542 

| 876 | 540 
886 | 557 

886 571 
907 | 595 
954 | 569 

990 598 
1027 | 635 
1052 | 631 
1060 647 
1080 | 726 
1113 | 691 
1126 | 691 
1128 767 
1149 879 
1252 1123 
1466 | 1285 

| 1614 1503 
| 1671 1371 
1723 1340 
| 1744 | 1407 
1415 


orkers had increased by 34 per cent, those of the 


ut, postal employees by 29 per cent, and govern- 
ishington) by only 6 per cent. 
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n the nineties had been only $271, showed the 
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1&9 
189 
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189 
1892 189 
1893 189 
189 
1895 189 
1596 189 
189 
190 
1899 190 
1900 190 
1901 190 
190 
190 
190 
190 
1906 190 
190 
‘ 191 
191 
191 
191 
1912 19]. 
191. 
191 
19] 191 
191) 
191! 
1918 192 
1919 192. 
192: 
199) 192. 
1922 192¢ 
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largest increase of all, namely 97 per cent. The average increase 
for all of the employed workers as a whole was 46 per cent. 
While in 1915 there was a 3-point recession in the earnings of 


the wage-earners in manufacturing, earnings in other lines rose suffi- 


Tasce 7.—AveracGeE ANNuaL Money Earnrincs or Workers 
In Main Groves oF MANUFACTURING INpustTRIES 


Lum-_ |Leath- - |Toba 

Iron Tex Clot! ber and | er and pie wricigcs Land All 

Year| Food | and} its | Leath- | | Vehi- | 
Steel tiles ing prod - rint prod cles lig 

ucts ( j Ing ucts 

1889 | $380 | $543 | $318 $355 | $325 $468 $459 “419 | $536 $434 
1890 556 320 362 325 481 476 437 544. | 439 
1891 567 326 365 338 480 467 411 537 442 
1892 559 326 | 369 339 486 470 | 414 536 446 
1893 532 331 382 322 459 477 430 515 420 
1894 481 287 376 299 448 454 42 407 386 
1895 519 311 388 310 435 455 4 504 416 
1896 491 306 362 327 428 441 +07 463 406 
1897 493 | 306 366 342 422 439 101 481 408 
1898 515 294 373 | 362 415 421 96 509 412 
1899 405 529 307 372 377 417 437 95 521 | 426 
1900 538 324 386 402 413 438 105 533 435 
1901 553 325 391 413 435 460 95 538 456 
1902 575 340 418 439 441 471 $16 600 473 
1903 588 344 428 445 £53 498 $14 586 486 
1904 453 566 328 418 463 468 499 $13 577 477 
1905 588 336 435 438 480 502 103 577 494 
1906 617 360 454 479 491 510 103 617 506 
1907 636 386 460 477 508 505 434 639 §22 
1908 569 372 450 466 504 524 $40) 590 475 
1909 | 508 629 372 469 466 507 530 $32 625 518 
1910 | 514 651 371 487 411 524 541 457 690 558 
1911 | 517 652 375 524 430 534 552 14] 700 537 
1912 | 532 665 397 510 466 535 594 446 709 550 
1913 546 700 416 533 527 562 614 453 746 578 
1914 | 547 711 | 412 505 532 561 609 447 716 580 
1915 | 546 | 684) 418 537 529 558 626 145 761 568 
1916 608 820 | 480 603 589 618 654 179 847 651 
1917 696 | 1012 573 682 675 693 720 540 985 774 
1918 | 883 | 1324 731 834 855 847 914 621 1279 980 
1919 | 1048 | 1487 | 845 1091 1024 1046 1106 &02 1418 1158 
1920 | 1204 1725 | 1033 1307 1180 1206 1373 937 1660 | 1358 
1921 | 1151 | 1331 | 870 1179 973 1134 1278 &1i 1553 1180 
1922 | 1101 | 1290 843 1122 972 1088 i278 798 1465 1149 


1923 | 1194 | 1533 929 1180 | 1061 | 1129 1326 823 1578 1254 
1924 1241 | 1525 881 1091 1076 1102 1340 840 1498 1256 


ciently to maintain the average for all workers at the same point as 
during the previous year. The real upward movement of money 
earnings began, however, in 1916. Earnings in manufacturing rose 
by 20 points and in railroads by 10 points while the clerical work- 
ers showed a 7-point advance. The average for all of the workers 
came to 162. The gains proceeded at a somewhat faster rate during 
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secured an increase of 29 points and 
The increases in the 
‘al index rose to 185. 

years continued to increas: 


Tar Earnincs or Workers IN 
4 1890-99 in each group 100) 
nploy-| km] 
ees vroup 
1890 102 O( OS 103 
1891 93 99 103 
1392 { 10? 104 
1893 7 103 O8 100 
1894 i 103 100 95 
1895 101 l 103 102 100 
1896 If 101 102 9 
1897 7 1( 9 102 } 98 
1898 107 101 | 99 
1899 111 95 | 101 | 101 
1900 j 1] 95 | 102 | 103 
1901 102 107 
1902 95 12] 99 «(| 102 11] 
1903 : 1 99 | 101 | 114 
1904 98 1 99 | 102 | 114 
1905 7 100 103 | 118 
1906 101 103 121 
1907 7 151 192 105 | 126 
1908 7 ) 10 | 111 | 120 
1909 107 1 103 | 115 126 
1910 103 171 103 119 | 134 
1911 1] 17 104 122 133 
1912 11 185 105 123 137 
1913 I 116 191 106 125 153 
1914 : 121 197 106 129 46 
1915 l 127 204 107 131 146 
1916 13] 14 109 131 162 
1917 14 138 23 118 133 185 
1918 153 249 129 145 237 
1919 l 159 95 142 170 271 
> 1920 | 184 346 153 187 317 
1921 | I 200 11)7 194 289 
1922 1 209 146 200 283 
1923 209 165 202 297 
1924 3 16 178 ; 219 
| 


rapidly. ‘I tives 1918, 


‘hed in manufacturing were 233 in 


276 in 1919, and 323 in 1920. Earnings in transportation rose some- 
what mor ilarly but by 1920 had reached 325, or approximately 


the same that which the wage-earners in manu- 


facturing had enjoyed 


= (‘mericon 
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The increases in the other lines were much less. The relative for 
the clerical workers was only 225. This was virtually 100 points 
less than the indexes for manufacturing and for transportation where- 
as the differences in 1914 were only those of 4 and 9 points 
respectively. The increases for government employees in Washington 
and for postal employees were even less on the 1890 to 1899 base, being 
but 153 and 187, respectively. ‘These brought the index for all groups 
down to 317. 

In 1921 the break in money earnings amounted on the average in 
manufacturing to 42 points or 13 per cent, while in the transportation 
industry the decrease was 31 points or approximately 10 per cent. The 
earnings of the other groups, however, showed far greater stability. 
The relative for the clerical and low-salaried workers declined by but 
t points or 2 per cent. The money earnings of ministers, tcachers, and 
postal employees even increased. Ministers’ salaries rose by 16 points 
and 9 per cent, while the increase for teachers was one of 61 points and 
17 per cent. The gain for the postal employees amounted to 7 points 
and 4 per cent. The average for all of the workers was 289. This 
was a fall of 28 points or 9 per cent. 

A somewhat similar, though less pronounced, wage movement fol- 
lowed in 1922. Earnings in manufacturing sagged 8 points or 3 per 
cent more while the relative drop in the transportation industry was 
virtually the same. Clerical earnings fell 43 points or slightly over 1] 
per cent. The increase in the other lines, however, continued. <A 9- 
point rise for ministers and a 6-point advance for the postal employees 
occurred while the teachers advanced their salaries by no less than 39 
points or by virtually 10 per cent. Earnings as a whole, however, fell 
by 6 points or slightly over 2 per cent. 

1923 witnessed a distinct advance of 25 points for the work- 
ers in manufacturing which brought the relative index up to 299. 
Earnings in transportation and in clerical work, however, increased 
by but 1 point. The salaries of teachers continued to rise. The 
advance for this group amounted to 19 points or slightly over 
t per cent. The index for all the groups combined rose from 283 
to 297 or a rise of 5 per cent. 

During 1924 the yearly earnings of those workers in manufacturing 
and transportation who continued to be employed remained virtually 
identical with those which they had received during the previous year. 
Elsewhere, however, there were slight increases which brought up the 
general index a further 2 points to 299. This was identical with the 
relative index for manufacturing and but 13 points, or slightly over 
4 per cent, higher than that for transportation. The index for cler- 
ical workers, however, was a full 76 points, or 26 per cent, below the 
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general ind the relative for industries was less than this average 
by 83 point <5 per cent. Table 9 shows the relative movement 
of money earnings in the nine most important manufacturing groups. 
It is apparent it t ncrease has been greatest throughout in lum- 
ber and its products and in the food industries and least in the to- 
Taste 9.—ReEta AnNvuaL Earnincs or Emproyep Workers 1x Main 
Grovt Inpustrus. (Average 1890-99 
Tor group 100) 
ber| /eath- Paper | Tobac- 
er and . Land | 
It eer and co Ve- All 
a Print- Prod- hicles Mig 
"peer ing ucts 
12s - )7 105 101 101 106 | 103 
1890 7 108 105 106 107 105 
1891 01 107 103 99 106 = 105 
189 ) 109 104 100 106 106 
18 ) 103 105 104 101 190 
10¢ 100 102 92 | 92 
1s 97 100 104 99 99 
189 5 6 97 98 91 | 97 
189 O4 97 97 95 | 97 
1898 ) 03 93 % | 100 | 98 
1899 103 113 Q3 96 95 | 103 101 
19 120 8? 97 97 105 | 104 
1901 97 101 95 106 | 109 
1902 1 9 104 101 118 | 113 
19 33 104 110 100 115 116 
1904 | 1 ) 105 110 100 114 | 114 
l i 107 111 97 114 | 118 
1900 110 112 97 122 | 121 
1907 143 114 111 105 126 124 
1908 140 113 115 106 116 | 113 
1909 | 129 140 113 117 104 123 123 
1910 | 131 1 123 117 119 106 136 133 
1911 132 141 129 120 122 107 138 128 
1912 $5 j 140 120 131 108 140 131 
1913 | 139 158 126 135 109 147 | 138 
1914 | 139 159 126 134 108 141 138 
1915 | 139 158 125 138 108 150 135 
1916 | 15 176 138 144 116 167 155 
1917 177 02 155 159 | 130 194 184 
1918 25 } 256 190 201 | 150 252 233 
1919 | 267 3 307 234 244 194 279 276 
1920 | 306 351 353 270 302 226 327 323 
1921 | 293 { 317 291 254 282 | 196 306 281 
1922 | 280 302 291 243 282 | 193 288 274 
1923 | 304 317 318 253 292 199 | 311 299 
1924 | 316 291 93 322 247 295 203 295 299 
*For food, average of « irhings in 1889 and 1899 = 100. 
bacco indust: "he relative gains made in the groups of iron 
and steel, clothing, paper and printing, and land vehicles were on the 


whole closely similar to each and to the general average for all manu- 
factures. The index for food products increased slightly more rapidly 
than the general average while the relatives for textiles and for leather 
and leather goods rose somewhat less than the general index. 
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III. The Movement of Real Earnings 


Our primary interest is, however, in the relative purchasing power 
of the workers. This is, of course, obtained by dividing the various 
indexes of money earnings by the index of the cost of living. This 
gives us the results shown in Table 10 for the major groups of workers 


Paste 10.—Revative Averacr ANNuaL Earnincs or Emptoyep Workers 1N 
AmeRICAN INpustry. (Average 1890-99 in each group 100) 


(lerical 


and 
Wage Wage Lower- teat 
Year | Earners | Earners Salaried Ministers| ra All 
Workers |* ers | Groups 
Manutfac. |Transpor-| Trans. & 
turing tation Mig. 
1890 101 Os gs 99 87 95 100 
1891 104 99 9] 100 9? 98 102 
1892 105 100 93 101 93 100 96 102 
1893 1060 102 98 104 97 103 98 100 
1894 95 102 103 109 103 107 103 98 
1895 102 101 105 104 105 106 105 103 
1896 97 99 105 99 104 102 103 99 
1897 97 99 106 97 105 99 102 98 
1898 98 99 106 95 107 95 100 98 
1899 99 O8 105 91 109 03 09 gy 
1900 98 95 101 89 109 9] 06 O8 
1901 } 101 94 100 87 110 9] 95 vy 
1902 102 9? 09 &O 110 89 9 160 
1903 100 93 95 84 108 SO 87 99 
1904 | 99 95 97 85 114 S6 S& 99 
1905 103 95 101 8&5 120 87 90 102 
1906 101 94 99 &4 120 85 86 101 
1907 99 96 95 85 120 s1 84 100 
1908 94 100 100 &9 132? 85 Q? 00 
1909 102 97 99 88 13 85 95 104 
1910 | 104 96 96 80 133 80 93 104 
1911 97 96 97 8&3 134 79 Q) 101 
1912 99 98 98 85 139 79 92 103 
1913 | 100 100 97 84 139 77 91 112 
1914 99 103 97 &7 142 76 93 105 
1915 99 107 99 93 150 79 96 107 
1916 | 104 105 95 88 144 74 88 109 
1917 | 103 99 | 83 77 125 66 75 | 104 
1918 | 107 115 | 83 70 114 59 67 109 
1919} 111 | 100 | 80 64 118 37 68 | 109 
1920 114 114 | 79 65 122 34 66 ‘| 111 
1921 115 121 91 82 167 79 119 
1922 119 |} 124 | 95 91 194 87 123 
1923 128 | 122 | 94 | 89 199 86 127 
1924 128 | 122 | 9 | 92 204 128 
| | | 


covered. The average relative purchasing power of a year’s work dur- 
ing the decade 1890 to 1899 is used as the base. In Table 10A in the 
Appendix the average for the year 1914 is the base used. 

We see that prior to 1914, the cost of living had increased on the 
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whole faste: irnings of the workers in any of the main 
groups save 1 \ in 1914 the relative index of real earn- 
ings in this g p was 142, it was but 99 in manufacturing, 97 for 
clerical work 37 «fo nisters, and 76 and 93 respectively, for 
government emp! s and postal clerks. The real earnings of the 
transportatio s for the first time in fifteen years ran above 
100, although th rease shown was only one of 3 per cent. The 
rise amongst t tea 5, however, was sufficient to bring the general 
index up to 10 In 1915 the relative purchasing power of the em- 
ployed workel! I ed in all the lines save those of manufacturing, 
where the index remained constant. As the result, however, of the 
+ per cent ad n the earnings of the transportation industry 
and 2, 3, a cent increase for clerical workers, postal 
employees, espectively, the general index of the workers’ 
purchasing p d to 107 or 8 per cent above the relative 
index for manufacturing 

During 1916 and 1917, real earnings in manufacturing first in- 
creased 5 pe t to 104 and then in 1917 receded by 1 per cent 
to 103. 7 ige earners in the other groups, however, lost fairly 
steadily. ‘I nings of the transportation workers, for example, 
fell from 107 to 99. The relative earnings of the clerical workers 
decreased by lt cent during these years while ministers and 
teachers and ent employees each suffered relative losses of 
17 per cen postal employees lost even more. The effect 
of these char to raise the general index to 109 in 1916 but in 
1917 to cau fall to 104 

In 1918 real ngs in manufacturing rose 4 points to 107. Be- 
cause of the ranted by the Lane Commission, the net earnings 
of the railw increased 16 per cent to 115. The real earn- 
ings of th orkers, however, remained constant at 83, while 
those in the yns and in government service continued to lose. 
The relative or ministers was but 70, while those for govern- 
ment and | ployees were only 59 and 66 respectvely. The 
gains in mar g and in transportation, however, were sufficient 
to raise the hined index to 109. 

The gains itive purchasing power in some lines of work during 
1919 were oflset by the losses in others, so that the general index re- 
mained cons it 109. The manufacturing workers gained 4 
points, but t transportation lost 7 and those in clerical occu- 


pations lost 3 


In 1920, 1 ers in manufacturing secured a further in- 
crease in r rnings of 


3 points, which raised their relative in- 


dex to 114. The wage decision by the newly constituted Railway 
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Labor Board also raised earnings for the year as a whole by more 
than the inerease in the cost of living and caused the index for the 
transportation industry to rise 5 points to 114. The clerical work- 
ers, however, continued to lose ground and their real earnings dropped 
1 point to 79. The relative movement amongst the other occupa- 
tions was irregular and the all-industry index rose to 111. 

Since the decrease in the cost of living in 1921 was appreciably 
more rapid than the fall in the money earnings of those who were re- 
tained, the real annual earnings of the employed workers rose. The 
increase was only 1 point in the case of those employed in manu- 
facturing, but there was an increase of 7 points for those in trans- 
portation and of 12 points for the clerical workers. Teachers 
and ministers actually increased their money earnings in the face of 
the price decline so that their real earnings increased greatly. Those 
of ministers increased from 65 to 82 while the index for teachers in- 
creased 45 points, or from 122 to 167. In consequence of this, the 
index for all occupations rose to 119. 

The gains were continued in 1922. Real earnings in manufactur- 
ing went up 4 points more, and reached the relative index of 119. 
The transportation workers gained 3 points and the clerical work- 
ers 4. Ministers, teachers, and postal employees gained even more 
rapidly than this and the index for the combined groups rose from 
119 to 1238. 

In 1923, the manufacturing workers obtained a further increase of 
eight points, which brought their index of real earnings to 127. There 
was comparatively little change in the other occupations, however, so 
that the index for all groups showed only a four-point gain. 

In 1924, both money earnings and relative living costs remained 
constant and there was no change in the index of real earnings either 
for manufacturing alone or for all the groups as a whole. There 
were, however, slight shifts among some of the non-manufacturing 
groups. Thus the real earnings of the workers in transportation 
fell by 2 points but clerical workers gained 1 point while ministers 
and teachers improved their position by 3 and 5 points respectively. 

Since manufacturing is by far the most important group, it is 
highly desirable to analyze the relative movement of real earnings in 
the principal industrial divisions. Table 11, therefore, gives the rela- 
tive real earnings for the main divisions of manufactures and enables 
us to see what differences exist in the relative gains made by the work- 
ers in differing industries. 

An examination of this table discloses the fact that in 1914 the real 
earnings of the wage-earners in over half of the industrial groups were 
below the 1890 to 1899 averages and that only lumber showed an appre- 
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clable in irlier average. The index for tobacco was 
no less t] t below the base and that for leather and leathery 
goods wa ss than the average for the nineties. 
Earnrinos or Empioyvep Workers 
G PS OF MANUFACTURING INDUSTRIES. 
\verage 1890-99 for each group 100) 
Paper | Tobac- 

Year | Fo Its and co | Al! 

rod- Print- | Prod- | hicles | Mig 

ing ucts 
1889 | 9 95 102 98 98 | 102 | 100 
1890 ) 94 104 101 102 | 104 101 
1891 | 100 106 102 98 105 104 
1892 8 100 107 102 98 | 104 | 105 
1893 ( 103 105 104 | 101 100 
1894 \4 92 103 103 105 95 95 
1895 7 96 100 103 | 107 | 4102 102 
1896 g 99 96 98 | 99 | 92 97 
1897 103 95 97 | 97 | 95 97 
1898 108 93 92 | 95 | 100 Ox 
1899 | 104 Os 111 91 94 93 | 101 99 
1900 98 | 114 87 91 | 92 | 99 98 
1901 8 115 } 90 %4 | 89 98 101 
1902 | 01 119 89 94 | Of | 107 102 
1903 | 9 115 89 95 | 86 100 100 
1904 | 103 Ig 120 91 96 | 87 99 99 
1905 114 94 96 | 85 99 103 
1906 1 120 92 94 | 82 | 102 | 40} 
1907 98 114 90 89 | 33 100 99 
1908 | 0 | 116 93 9% | 88 | 96 94 
1909 | 109 \4 115 94 96 | 86 101 102 
1910 | 105 96 91 93 | 82 | 106 104 
1911 | 102 7 97 90 92 | 81 104 97 
1912 | 105 105 90 98 81 105 99 
1913 | 104 115 92 99 | 80 107 100 
1914 | 103 115 90 97 | 78 101 99 
1915 | 105 116 9? 101 79 110 95 
1916 | 107 119 93 97 | 78 112 104 
1917 | 102 )3 113 87 89 | 7 109 103 
1918 | 106 3 117 87 92 | 69 115 107 
1919 | 110 118 123 94 9 | 78 112 111 
1920 | 111 1 124 95 106 | 80 115 114 
1921 | 123 130 119 104 115 | g0 | 425 | 445 
1922 | 125 131 127 106 122 | 84 | 125 119 
1923 | 133 136 | 136 | 108 | 125 | 95 | 133 | 48 
1924 | 138 125 138 105 126 | 87 | 126 128 
*For food. s in 1889 and 1899 100. 


The increases of 
the indexes for iro; 


although th: 


1916 and the succeeding years were sufficient to raise 
and steel, for clothing,’ and for textiles above 100 
vorkers in paper and printing and in leather and leather 
ned below the base until 1920 and 1921. From 1920 
ngs of all the groups increased until in 1924 only the 
or to 1914 the index for clothing had been above 100. 


goods still rer 
on, the real earnj 


*For Some years pr 
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workers in the tobacco industry, with an index of 87, had fallen 
below the average for the years 1890 to 1899. The wage-earners 
in the division of lumber and its products showed a gain of 38 per 
cent over the nineties while those in the food trades had secured 
an equal relative increase over the average for the two years of 1889 
and 1899. ‘The relative increase in real earnings for those in the 
paper and printing industry were 28 per cent above the base. Those 
in the manufacture of vehicles for land transportation enjoyed a 
similar increase. The relative increases for the wage-earners in the 
clothing, iron and steel, and textile industries were quite closely bunched 
and amounted to 25, 24, and 21 per cent respectively. Those in 
leather goods however had secured only a gain of 5 per cent. 

We can perhaps best summarize our results as follows: 

1. In 1924, employed wage-earners in manufacturing could hav. 
purchased on the average 28 per cent more of goods and services 
than during the nineties. Transportation workers could have pur 
chased 22 per cent more. The average gain for all the workers 
studied was 27 per cent. 

2. Virtually all of these gains have been secured since 1914. In 

that year, aside from teachers, there was little or no increase in the 
relative purchasing power of the workers over that which they had 
enjoyed in the eighteen nineties. 
3. The major portion of the gains have been made since 1919 and 
continued unabated during the years 1920 to 1923, during two of which 
business conditions were bad with an attendant decrease in total pro 
duction and an increase in unemployment. Thus the index of real 
earnings for all industries increased from 109 in 1919 to 127 in 1923 
or a gain of 18 points. The gains from 1920 to 1923 accounted for 
16 of these 18 points. 

4. Aside from the drop in 1917, real earnings in manufacturing 
have been rising steadily since 1915 at an average rate of approxi- 
mately 3 per cent a year. 

5. Workers in transportation have on the whole secured somewhat 
smaller increases in their relative purchasing power during the last 
decade than have those in manufacturing. On an 1890 to 1899 base, 
their index of real earnings in 1924 was 6 points and on a 1914 base, 
10 points below that of the wage-earners in manufacturing. 

6. Clerical workers, according to our index, have not only lost 
ground relatively but probably absolutely as well. Their index of real 
earnings, although much higher than it was during the years 1917 to 
1920, is 5 per cent below its 1890 to 1899 average and 1 per cent be 
low the average for 1914. It should be remembered however that the 
average earnings which were given for the years 1890 to 1899 wer 
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omewhat i real earnings during this period. ‘The de 
crease sin le has probably therefore been somewhat less 
than is show This does not affect the movement since 1899 
and it has | ; last quarter of a century that the decreases 
shown above ! red The ministeria! class has also lost during 
this period and its present relative index is 8 per cent below that of the 
nineties. 

7. Cont: to the general impression, school-teachers have ap- 
parently mad elative progress during the thirty-five years and 
now receiv’ 140 per cent more than in 1890 and slightly more 
than double nt which their earnings commanded during the 
nineties as a 

In compa: heir 1914 average, the teachers did suffer net 
losses during t years from 1916 to 1920 but during the last 
five years they have made such great gains that the present index is 
+4 per cent ibove t 1914 level. 

IV. The Sig e of Other Factors Affecting the Movement of 
Real Earnings 

How mu tatistics of real earnings mean? It should be 
constantly 1 i that in their present form, no allowance has 
been made fo1 at amount of unemployment that has prevailed 
in the differs rs. Since however there was relatively little un- 
employment in 1923, a consideration of this factor would certainly not 
diminish th« ise which has been shown for that year and might 
indeed increase it jut there was an appreciable increase in unem- 
ployment during 1924 as is indicated by the fact that the index of 
employment i1 inufacturing fell by no less than 10 per cent from 
its 1923 avera This will cause the index for 1924 of the real earn- 
ings of the working class as a whole to fall below that for 1923. The 
degree to which it will affect an index in terms of an 1890 to 1899 base 
is of course unknown at present. 

There are, however, other factors which by themselves have tended 
to increase the relative economic welfare of the wage-earning classes 
to a greater extent than is indicated by the real earnings of employed 
workers. The most important of these are: (1) The decreasing size of 
workingmen’s families. We have no accurate measure of the exact size 
of families but our census unit of a household, which includes all those 
who keep house together under one roof, has decreased from an average 
of 4.9 in 1890 to an average of 4.3 in 1920. Since the relative impor- 
tance of hotels, boarding houses, and institutions has increased since 
1890, the relative decline in the average size of the family since that 
year has undoubtedly been greater. The workman’s wage has con- 
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sequently been shared with fewer persons and the per capita improve 
ment in economic conditions has correspondingly increased. 

(2) Along with this decline in the size of the family has also gone 
a decrease in the relative proportion of the members of the family 
who are economically dependent upon the head for support. Thus 
the percentage of women over ten years who are gainfully employed 
has risen from 17.4 in 1890 to 21.1 in 1920.° The percentage of 
males over ten years who are gainfully employed has, however, remained 
approximately constant. The relative burden of the families has 
been still further lightened by the decreasing proportion which children 
form of the total population and by the attendant relative increase 
in those age groups which can be and are gainfully employed. The 
decrease in the relative importance in the population of the lower 
age groups is shown by the following table.’ 


Percentage Total Population 


Year Under 10 years Under 15 years 
1890 24.3 35.5 
1900 23.8 34.4 
1910 
1920 21.7 31.8 


Thus the percentage which those under ten and fifteen years re 
spectively form of the total population has decreased by a total of 2.6 
and 3.7 per cent. This is equivalent to a decrease in their relative im 
portance of 11 per cent. 

The fact that children are relatively less numerous than formerly 
in comparison with adults and that on the whole more of the adults 
are gainfully employed means that a unit of goods and services will 
go farther than before. This would be true even though the nominal 
size of the family were to remain unaltered. 

This, however, is mitigated in part by the fact that a larger per- 
centage of those who are dependents are over the age of ten years 
and hence are of somewhat greater expense to their parents. 

(3) The decrease in the length of the working day and the con- 
sequent additions to the leisure time of the workers have enabled 
them to do things around the house in their spare time for which the 
family would formerly have been compelled either to pay or to go 
without. From the study which I have made, the decrease in the 
standard working week during the last thirty-five years has been close 

*Abstract of the Fourteenth Census, 1920, p. 481. 
*The percentage for 1890 was 79.3 per cent; for 1900, 80.0; for 1910, 81.8; but for 


1920, only 78.2. 
*Abstract of the Fourteenth Census, 1921, p. 135. 


] 
t 
t 

f 
t 

t 

n 

e 

1 

Ss 

1 
yf 
Le 

re 

at 

<4 | 


LO {merican Economic Association 


to 16 pe I is permitted the workers to do a great 
deal of repai | their homes and has lessened the expense 
which would o wise be attached to such articles of enjoyment as 
automobiles and radio sets 

(4) Finally, should not ignore the increase in the free services 
provided for wage-earners and their families by governmental units 
and by pris it | anthropic age ncies. In 1903, the cities of over 
30,000 population in the United States expended for the purposes of 
education ind il welfare but $8.11 per capita. In 1915, the 
average expenditure per person for these purposes was $11.68 while 
in 1923, the average was $22.76. In 1915, the states expended, on 
the average, $1 these objects but by 1923 this had increased to 
$5.97. Ass ¢ that inhabitants of the cities received the san 
relative amount for these purposes as those in other regions of the 
state, the average per capita expenditure upon such purposes amount 
ed in 1915 to $13.42 and in 1923 to $28.73. This is a slight over 
statement ot ibsolute amounts received by the city dwellers be- 
cause of the tem of state grants in aid which assist the poorer 
country dis or an the cities but the relative increase which 
is shown is probably approximately accurate. While the rising price 
level accounts for a considerable proportion of the increase in expen- 
ditures, it neverthel ; clear that there has been a real increase in 
volume of free psychic income which is furnished by the state. Were 
it possible to carry our statistics back to 1890, this increase would 
have been even greater. Added to this should be the increasing sums 


devoted by private philanthropy to charities and to education. 
It would probably not be far from the truth if we were to estimate 


the probable increase in real income which has been effected by such 
expenditures as somewhat between 2 and 4 per cent. 

As at least a partial offset to these factors which tend to increase 
the workers’ real income must be set the increasing urbanization of 
industrial life. In 1890, 22.2 per cent of our population lived in 
cities of over 25,000 but by 1920 this had increased to 35.2 per cent. 
An equal amount of housing and of land as that formerly enjoyed in 
the smaller towns s become impossible for virtually all of these 
urban worke1 Far higher rents are being paid for much less space, 
while air and nlig have in most of our cities become economic 
goods for which men must pay. With this has necessarily come a 
very much decreased opportunity for the worker to secure supple- 
mentary income from a garden, or from hens and pigs. Recreation, 

‘Financial Sta f Citic 1923, p. 39 

4Financial Stati of State 1923, p. 32. 
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which in the country costs but little, has in our cities become largely 
commercialized and this operates to reduce the workers’ real income.’ 


V. The Probable Causes for the Increase in Real Earnings 


What then have been the causes of this appreciable increase in real 
earnings: 

1. It cannot, I think, be doubted that perhaps the major factor has 
been the great increase in production. Miss Ada Mathews’ revision 
of E. E. Day’s index of production shows the following rate of in- 
crease since 1899. The indexes for agriculture and for mining have 
been omitted. The total increase in the former in 1924 over 1898 was 
only 39 per cent. 

Tasie 12.—INpex or Puystca, Propvertion or MANUFACTURES IN THE 
Unrrep States 1899-1924" (1899 100) 


— | Index of aes Index of | oe Index of 
‘ | Manufactures Manufactures Manufactures 

1899 100 i909 | 155 1919 218 
1900 101 1910 159 | 1920 231 
1901 112 1911 153 1921 179 
1902 122 1912 177 1922 240 
1903 124 1913 184 1923 | 283 
1904 122 1914 169 1924 | 262 
1905 143 1915 189 

1906 152 1916 225 

1907 151 1917 227 

1908 126 1918 23 


*Ada M. Mathews, “The Physical Volume of Production in the United States in 
1924,” The Review of Economic Statistics, vol. VII, (1925) p. 215. 


As a matter of fact the relative increase in production per worker 
was probably appreciably greater than that shown above. The Day- 
Mathews index is computed from the volume of raw materials con- 
sumed and the volume of products turned out.’ It does not measure 


*Such an index as has been computed can of course only measure the relative com- 
mand over quantities of objective goods and services. It cannot measure the amount 
of relative satisfaction which a worker secures. To families who are in or on the 
brink of poverty, a given increase in relative purchasing power will probably yield 
far more than a proportionate increase in satisfaction. For, as Patten pointed 
out, it is difficult to conceive that consumers’ surplus begins in any positive sense 
until after the basic necessities of life have been satisfied. The more poorly-paid 
groups have therefore probably gained more in satisfaction than is indicated by the 
index of real earnings. But against this must be set the fact that the customary 
and accepted standard of life has also risen. If one element of unhappiness is 
the relative disparity between desires and accomplishments, then perhaps the gap 
is still as great as ever. But in order to know this, we should have to measure the 
relative rate of increase in the desired standard of life as well as the increase in 
relative purchasing power. This it is at present impossible to do. 

"For a description of the methods and sources used in computing the index of 
production for manufactures see E. E. Day and W. M. Persons, “An Index of the 
Physical Volume of Production,” Review of Economic Statistics, Vol. II (1920) pp. 
309-37 ; 361-67. 
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the relative a nt of fabrication effected by manufacture at different 
times. Yet t itter factor should be considered. Even had ther 
been no increase in the number of units of supply that were utilized nor 
any gain, for example, in tons of output, yet had these units been worked 
over more than formerly by our factories and if the ultimate products 
were consequently more refined, then there would most certainly hav 
been an increase in the volume of production. There is every evidence to 
indicate that as countries increase in wealth, precisely this increase in 
the relative degree of fabrication does actually take place. The vol- 


ume of production grows therefore through the expansion of this third 
dimension. Such a process has probably been developing in this coun 


try during t ust quarter of a century and the failure of the Day- 
Mathews index to measure this third factor, appreciably minimizes 
the increase v is actually occurred. 

It is of cours portant to determine how much the increase shown 
by the Day-Matthews index has amounted to on a per capita basis. 
‘here are three bases for measuring this; namely, (1) per inhabitant; 

2) per manual wage-earner; and (3) per employee. In the latter 
term are included the clerical and salaried wage-earners. 

The first thod, whereby the relative increase in production is 
divided by t lative increase in the population, has been used by 
some write defective. Since the rate of growth for the popu 
lation as a whole has been appreciably slower than the rate at which: 
the numb e emploved in manufacturing has increased, the us: 
of this method gives a higher per capita index than that secured by 
either the second or third methods. Yet since we are interested in 
output per worker as compared with earnings per worker, it is plainly 
improper to output per inhabitant. 

The relative number of wage-earners and the relative output per 
wage-earner are shown in Table 13 for the census years. The relative 
output per wage-earner is of course secured by dividing the index of 
total production by the index of employment. 

Taste 13.—1] Ourput per Wace-Earner tn AMERICAN MANUFACTURING 

INpustry 1899-1924. (1899 100) 

Year Relative Relative 
Number of Production 
W age-earners per Wage-earner 

1899 100 100 

1904 116 105 

1909 140 111 

1914 149 113 

1919 198 118 

1921 147 122 

1928 186 152 

This shows throughout a greater increase in output per wage-earner 
than in the real earnings which the workers secured. This discrepancy 
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became particularly important in 1923 when the index of production 


was at the very least, 152 as contrasted with an index of real earnings 


of only 128. The question then arises as to what have been the prob- 
able causes of this discrepancy and what has happened to that section 
of the increase in physical productivity in which the wage-earners 
have apparently not shared. There are a number of explanations 
which have been advanced as possible solutions to this problem of which 
perhaps the most important are: 


(a) The probable slight decline in the exchange ratios of manufactured 
goods for the products of the farm, forest, and mines. The fall in the pur- 
chasing power of farm products during the last five years is so vivid in our 
memories that many forget that the period 1899 to 1919 was one in which 
the relative purchasing power of farm products rose steadily. Thus the 
Day-Mathews index shows only a 37 per cent increase in the total volume 
of agricultural products as compared with an increase of 118 per cent for 
manufactured goods.” Professor Hansen’s index of the relative purchas- 
ing power of farm products shows an increase of 32 per cent during these 
twenty years. Even after the decline in relative exchange value of farm 
products during the years 1919 to 1923, Professor Hansen’s index still 
shows a gain of 8 per cent for farm products in 1923 as compared with 
their purchasing power in 1899. This would mean an almost correspond- 
ing decrease in the exchange ratio of manufactured goods. The relative 
decline in the purchasing power of manufactured goods during the years 
1899 to 1919 was probably a major cause for the failure of the real earn 
ings of city workers to rise more rapidly during this period. 

(b) The apparently undoubted fact that in recent years a larger pro- 
portion of our output of manufactures has been devoted to the production 
of capital goods than was formerly the case. Day's index shows for ex- 
ample that the relative increase in the production of steel, other metals, 
stone and clay, and chemicals was greater during the period 1899 to 1919 
than was that for food, textiles, tobacco, and liquors." Consumers’ goods 
therefore have not increased as rapidly as have producers and hence the 
earnings of the wage-earners in manufacturing could not be expected to 
increase as rapidly as the total index of production for all manufacturing 
as a whole. Phrased in another way, this means increased relative savings 
in society as a whole. 

(c) In the third place there is the possibility that a larger proportion 
of the national income is now going to marketing and selling as distinguished 
from manufacturing activities. The increase in the relative number of per- 
sons engaged in such activities would seem to make this a plausible ex- 
planation. 

(d) There is the final possibility that a larger proportion of the annual 

*Using 1899 as a base, the relative yearly money earnings in 1923 were 294 and the 
relative index of the cost of living 229. 

*Mathews, Op. cit., p. 215. 

*Alvin H. Hansen, “The Effect of Price Fluctuations on Agriculture,” Journal of 
Political Economy (April 1925) Vol. XXXIII, pp. 201-02. 

‘E. E. Day, “The Measurement of Variations in the National Real Income,” 


Quarterly Publications American Statistical Association, Vol. XVII (1920-21) pp. 
557-58. 
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income is being the middle and upper economic classes in luxurious 
expenditure mmodities and for personal services. 

Yet, if w the relative output in terms of all the workers 
employ ed, i 11! oth the salaried employees and the wage-earners, 
the apparent incy between productivity and earnings becomes 
much less. If rd clerical employees as no less productive than 
manual wor! t would secin only proper to use the relative 
number of t plovees, rather than that of the relative number of 
manual workers , as the figure by which to divide the total output 
in order to s« the best measure of output per worker. 

In the yea from 1899 to 1923 the total number of employees in- 
creased more 4 lly than the number of wage-earners. This was of 
course due to the much more rapid increase in the number of office 
workers than in that of the manual workers. Thus while the number 
of wage-ear! 1 not quite double during these twenty-four years, 
the salaried « oyees increased by nearly four-fold. There were 
consequently in 1923 two salaried workers for approximately every 
thirteen wage-earners whereas in 1899, the ratio was but one to thirteen. 


This more rapid rate of growth gives us a lower rate of increase in 
physical productivity per employee than is shown if we measure out- 
put in terms of wage-earners alone. Both indexes show the major 
portion of the gains in physical productivity per employee to have heen 
effected since 1919 and more particularly since 1921. Thus three- 
quarters of the increase in output per wage-earner occurred after 1919 
and seven-eighths of the increase in output per employee. It is desir- 


able to compare these increases in output with the increases in the real 
earnings of all the employees in manufacturing. If we divide the 
total amounts paid to wage-earners and salaried workers by the com- 
bined numbers of these groups, we secure the yearly averages which 
are shown in the first column of Table 14. These are reduced to rela- 
tives of money earnings in the second column. This index has in turn 
been divided by the relative index of the cost of living and the resultant 
index of real earnings is shown in the third column. 

The major portion of the discrepancy between output and earnings 
seems therefore to be explained, if we include clerical and lower-salaried 
employees as well as wage-earners. Yet some of the factors which 
have been mentioned have also certainly been operative during the 


period in question 
2. As has been pointed out, the increase in real earnings has been 


‘This is of course subject to the qualification that a great many of the newly-created 
office positions are pecuniary rather than industrial occupations. They may bring 
revenue to their individual employers but not produce commensurate utilities for the 


consuming pub g., a considerable proportion of competitive advertising is of 
this nature. 
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Tasty 14.—Tue Averace Earnincs or Empitoyep Workers MANUFACTURING 
(Salaried Workers and Wage-earners) 1n Terms or Money 


AND Reat Earninos. 1899 100 

Average Relative Relative 

Annual Annual Annual 
Earnings Money Earnings Real 

Year in Dollars Farnings 
1899 471 100 100 
1904 582 113 100 
1909 590 125 105 
1914 692 147 108 
1919 1273 270 111 
1921 1330 283 118 
1923 1384 294 1282 


It may occasion some surprise to find that the index of real earnings for the 
combined classes of wage-earners and salaried workers should be 28 per cent higher 
in 1923 than in 1899. Some may inquire how this could be when the index of real 
earnings for wage workers in 1923 was only at this figure while that for clerical and 
salaried employees was fully 11 per cent less than it had been in 1899, The latter 
force might naturally be expected to pull down the combined index below 128 
What has prevented this from happening is the increase in the relative number of 
the clerical and salaried workers whose earnings are still appreciably above the 
average of the manual workers. This has been sufficient to offset the tendency for 
the real earnings of those who remained continuously in the group to fall. 


more rapid in the last few years than it was previously. This sudden 
rise has probably in part been caused by the decrease from 1919 to 
1923 in the exchange value of food products at the farm.’ According 
to Professor Warren’s index this decrease was as follows: 


Purchasing Power of Farm 


Year Food Products 
1919 102 
1920 93 
1921 9 
1922 82 
87 


‘This decline undoubtedly helped those city workers who continued 
to be employed, although the decreased ability of the farmers to con- 
sume was probably responsible for some of the unemployment that 
existed prior at least to 192: i: 

3. It cannot, I think, be overlooked that the abatement of immi- 
gration during the war years of 1914 to 1918 and its restriction by 
the laws of 1921 and 1924 has resulted in a much smaller increase 
in the working population than would otherwise have occurred. This 
decline in the rate of growth of the working force has naturally re- 


*The increase in productivity per worker has also progressed at a more rapid rate 
in the last few years than before. 

*G. F. Warren, “The Agricultural Depression,” Quarterly Journal of Economics, 
Vol. XXXVIII, p. 197. 

*Tbid. 
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th 


imputed productivity of each worker. 


sulted in a I 


I am mo. in dubious from an international standpoint of the 
morality of « strictive immigration laws, but their economic bene 
fit to the American workmen can hardly be denied. 

4. It is highly important to recognize that the increase in real 
earnings from 1920 to 1924 was concomitant with an appreciable de- 
cline in the membership in and influence of the trade-union movement. 
During this period the fall in trade-union membership amounted to 
approximately one and a quarter million persons or 25 per cent 
of those enrolled in 1920. ‘TTrade-union funds have been reduced 
in addition and many unions which still have a large nominal mem- 
bership are n heless in a far weaker financial position than they 
were five years ago. It is very difficult therefore to ascribe any large 
share of tl omic gains which labor has made to the union move- 
ment. ‘The evidence indicates that increases have been about as rapid 


in unorganized industries as in the organized trades. 

5. One difference which must have impressed all is the fact that 
the real earnings of clerical and low-salaried workers over the period 
as a whole declined by 5 per cent while those of the manual workers 
in manufacturing and transportation increased by 28 and 22 per cent. 
The major cause of this disparity has probably been the extension of 
free public education and the increasing proportion of the children of 
the workers aduate or attend the high schools of the country. 
These have been turned loose upon clerical work by the hundreds of 


thousands. Despite the relative increase in the demand for such ser- 
vices the numbers supplied have been sufficient to lower the salary scale 
to a point much below what would otherwise have prevailed. Clerical 
work in Amer has virtually ceased to be a separate noncompeting 
group and now draws its recruits in large part from the families of the 
skilled and semi-skilled workers and in many cases even from unskilled 
as well. The differences in earnings which still exist between clerical 
and all but unskilled labor would therefore now seem to be far more in 
the nature of “equalizing” than “real” differences. Another factor 
has been the fact that the proportion of women in clerical work has 
increased more rapidly than has the proportion in manufacturing. 
This has exerted a retarding influence on earnings. 

6. Finally, the increase in the earnings of teachers is probably the 
result of three causes. First, the increased length of the school year 


which has expanded from 139 to 168 days. Second, the improvement 
in the quality of instruction. Teaching is becoming more of a pro- 
fession and more time is now being spent in preparation for it. 
last few years the teachers have developed strong 
professional associations which have been successful in keeping their 
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cause before the public and by persistent educational and political 
pressure have increased appropriations for salaries. 


VI. Some Probable Consequences of the Increase in Real Earnings 


What are some of the probable consequences which flow from the 
increase in the real earnings of those employed which has been as- 
certained? The first is that of the increase in the net volume of 
savings on the part of the wage-earning class which has been so widely 
noticed during the last year. The volume of deposits in the savings 
institutions of the country has increased from 8.4 billions of dollars 
in 1912 to 20.8 billions in 1924 and the number of depositors from 
12.6 to 38.9 millions.’ This has meant an increase in savings per 
inhabitant of from $89 to $186, or a gain of 109 per cent. Since 
the cost of living has increased 76 per cent during this period, 
the gain in the per capita real savings of the country has been 25 
per cent. <A large part of this gain has come from the wage- 
earning classes. ‘The amount of life insurance in force has increased 
during the last ten years from approximately 15 billions of dollars 
to 64 billions. The net amount of savings is of course measured 
by the insurance reserves rather than by the face value of the policies 
but these now amount to 10.5 billions for the life insurance companies 
alone.” Finally there has been the increasing purchase by workmen 
of stock in those companies in which they are employed which has re- 
cently been described by Professor Carver and Mr. Brookings.’ The 
importance of this movement has probably been exaggerated and it 
is, moreover, doubtful whether the workers in most companies should 
invest their savings in the same concern in which they have already in- 
vested their jobs. 

The swelling of these three channels of saving does, nevertheless, in- 
dicate that the wage-earners have certainly not spent all of their 
increased earnings but that they have saved a considerable proportion 
of them and have thus acquired more of a stake in the property of the 
country. 

The second consequence to be noted is that upon trade-union policy. 
Trade-unionism may have had its origin in the struggles by the workers 
to protect themselves from the exploitation of the capitalists, but 
for most, although not for all, of the organized groups in American 
industry, it has now become a business enterprise to secure a larger 

‘Savings Bank Journal, Vol. VI, (March, 1925) p. 13. 

*R. L. Cox, “Policy-Holder Ownership and Interest Through Investment of Life 
Insurance Funds,” Proceedings Academy of Political Science (March, 1925) p. 75; 
A. R. March, “The Place of Insurance in the National Economy of the United 
States, Economic World (Oct. 17, 1925), p. 566. 


°*T. N. Carver, The Present Economic Revolution in the United States; R. S. 
Brookings, Industrial Ownership. 
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share of the produ if industry for workers who are already above 
the subsistence | f living. Its tactics, as Patten would have said, 
have largely beet formed from a pain to a pleasure economy. 
The attempts by to adjust itself to this situation may be seen 
in the growth of the labor banking movement’ and in the inception 
of the new trade-union life insurance company. This is organized 
labor’s answer to employee ownership and to group insurance. <A 
new type of competition between employers and trade-unions is then 
developing; namely, a struggle for the economic surplus of the workers 
and for the savings it are being accumulated by them. 

A third cons¢ nee of the rise in real earnings is the comparative 
satisfaction on the part of most groups with our economic and political 
system. Since t vho are not in the unions have been sharing in 
the increase in real earnings, they are not as susceptible at the moment 
to trade-union activity as they were a decade ago. This with 
the continuance of unemployment and the launching by the employers 
of employee representation plans is possibly why trade-union member- 
ship is still over a 1 on below the high-water mark of 1920. 

With this has also come a decrease in the opposition of the manual 
workers to the capitalistic system. There is apparently less interest 
in socialism than the was a decade ago and the movement for an 
independent labor party has at least temporarily been abandoned. 

It should not be thought from all this, as some distinguished econo- 
mists have recently hastily concluded, that all of the American work- 
men are now living in prosperity. There are, on the contrary, two classes 
who are suffering very keenly. The first is composed of a large percent- 
age of the families of the less skilled workers where there are two or 
more dependent children. Our modern system of wage payment is very 
severe in its effects upon families with children. As long as we try, 
with our present production of wealth, to make equal grants to those 
with unequal numbers of dependents, we shall continue to have a con- 
siderable amount of poverty. The second group who suffer at present 
are the unemployed. The index of employment for the manufacturing 
industries for the first ten months of 1925 was nearly 10 per cent less 
than it was in 1923. This has been a decrease of approximately 
nine hundred thousand workers plus the natural growth of population 
and the additions by immigration during these years. Some of these 


workers may have been absorbed in the self-employed trades but this 
scarcely accounts for any very large proportion. Unemployment has 
in fact increased ince 1923. Those who walk the streets for work do not 


*See Richard Boeckel, La * Money, and Harry W. Laidler, “The Forward March 
of Labor Banking,” International Trade Union Review, Vol. V, pp. 92-100; 220-26. 

See Monthly Lal Review, Vol. XXI, (December, 1925) p. 121. There was an 
improvement in employment during the closing quarter of the year. 
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personally share in the increases in real earnings which those who are 
employed enjoy. One of the most puzzling of our present problems is in- 
deed the fact that wage rates and annual earnings have apparently been 
virtually maintained since 1923 in the face of an increasing force of 
idle men. Whatever may be the reason for this anomolous situation, 
although those who are still employed do fare relatively well in compari- 
son with their advantages in the past, yet those who are not employed 
fare ill. Whether there are relatively more in this group now than 
there were in the nineties or before the war is a matter which only fur- 
ther research can determine. 

In concluding, we may well ask ourselves whether we may look for- 
ward to a continued increase in real earnings in the future. There 
is still a great deal of waste in industry which can be eliminated and 
to the extent that this is done, real earnings can and probably will 
increase. Since, however, a large factor in the recent (although not 
in the long-time) gains of labor has been the fall in the exchange ratio 
of agricultural products, it is probable that this source of increase 
cannot continue for long. Barring any complications that may be 
introduced by the indirect payment of the allied debts in the form of 
agricultural products, the secular increase in population would seem to 
offer every prospect in the long run for an increase in the relative price 
of farm products and consequently for an increase in economic rent and 
in the price of land. If and when this occurs, then the real wages of city 
workers must be lowered unless such a tendency be counterbalanced by 
an equivalent or more than equivalent increase in the productivity of 
manufactures. The antagonism of interests which Ricardo discovered 
between the industrial capitalists and the country landlords is one in 
which the urban workers are involved in so far as the real earnings 
of those employed are concerned. The workers’ standard of life is not 
the constant unit which Ricardo assumed but, like profits, it too can 
expand or contract as the farming class loses or gains. 

Should such a fall in the real income of those employed occur, al- 
though it might be accompanied in its earlier stages by a rise in the vol- 
ume of employment, trade-union activity would necessarily increase. 
As the workers, moreover, become accustomed to the increased quantity 
of goods and services which they can now command, failure to continue 
this rate of increase would also be provocative of discontent and this 
would strengthen the labor movement. 


aU 


1890 
189] 
1892 
1893 
1894 
1895 
1896 
1897 
1898 
1899 
1900 
1901 
1902 
1903 
1904 
1905 
1906 


1907 


1908 
1909 
1910 
1911 
1912 


1913 | 
1914 | 
1915 | 
1916 | 
1917 | 
1918 


1919 
1920 
1921 
1922 
1923 


1924 | 


Paste SA 


Economic 


APPENDIX 


Association 


Axe NvAL EARNINGS OF EMPLOYED Workers 
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Taste 9A—Retative ANNvAL Earnincs or Emptoyep Workers IN 


83 


Marin Groups or Manvuracrurtne INpvstries. 
Average 1914 for each group = 100. 


| | Leath-| 
| Lumber} wand | Paper | Tobac 
onal Tex- | Cloth-| and | Leath. | ,and co 
Steel tiles | ing  |itsProd-| Print- | Prod 
ucts | ing ucts 
| | 
76 77 70 61 83 75 94 
78 | 78 72 61 86 78 | 98 
80 | 79 | a 64 86 77 92 
79| 79 73 | O64 | 87 77 93 
75 | 80 76 | 61 82 | 78 96 
68| 70 75 56 | 80 75 94 
73| 7 | 77 58 | 78 75 96 
69 | 74 72 62 76 72 91 
69! 74 73 | 64 75 | 72 | 90 
72| 71 74 | #68 | 74 69 | 89 
74) 75 74 | | 74 | 
76 | 79 76 76 74 a 90 
78 | 79 «| 77 78 | 78 76 88 
81 83 83 | 83 | 79 7 1 @ 
83 84 | 85 | 84 | 83 82 93 
waits sa 83 82 92 
83 | 82 86 | 82 | 86 | 82 90 
87! 87 | 90 90 | 88 | 84 | 90 
90; 94 91 90 | 91 | 83 | 97 
80! 90 | 89 8 | 90 | 8 | 98 
89}; 90 | 93 | 88 |} 90 | 87 | 97 
92; 90 9% | | ot 
92 | 91 104 $1 95 91 | 99 
94} 96 101 88 | 95 | 98 100 
99} 101 | 106 99 | 100 | 101 101 
100 |} 100 100 100 100 100 100 
96} 102 106 99 | 100 103 100 
115 | 117 119 | 111 110 107 107 
142} 139 135 27 124 | 118 121 
186 | 177 165 161 | 151 | 150 139 
209 | 205 216 193 186 182 179 
243 251 | 259 222 215 25 210 
187 | 211 | 234 183 202 10 181 
181} 205 | 222 | 183 | 194 | 210 | 170 
216 | 226 234 | 199 01 218 184 
215| 214 | 216 | 202 | 196 | 220 | 188 


hicles 


NU 


Year I 00d | All 
| Mig 
1889 | 70 

1890 | 
1891 76 
1892 | 76 
1893 | | 77 
1894 | } 72 
1896 | | 72 
1897 | 70 
1898 | i 70 
1899 | 74 | 71 71 
1900 | 73 | 73 
1901 | 74 75 
1902 | 
1903 | 84 82 
1905 | 
1906 | 81 | 85 
1907 | 86 | 87 
1908 | } 89 | 90 
1909 | 93 | | 82 | 82 
1910 | 94 | |} 87 | 8&9 
1911 | 95 | 9% | 96 
1912 | 97 | 98 93 
1913 | 100 | 99 | 95 
1914 | 100 | | 104 | 100 
1915 | 100 100 100 
1916 | 111 | 106 9g 
1917 | 127 | 118 | 11 
1918 | 161 | | 138 | 133 
1919 | 192 179 | 169 
1920 | 220 | 198 | 200 
1921 |} 210 | 232 234 
1922 | 201 217 203 
1923 | 218 | 205 | 198 
1924 | 227 | 220 | 216 
| | 209 217 
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Taste 1OA—I Annvat Reat Earnincs or Emprovep Workers 1” 
: [Npustry—1914 in each Group 100 
| | 
Teach- | Gov't | Postal | ay 
Year Ministers} ors Employ- mploy- Groups 
ees ees | 
\1 
| | 
1890 114 61 | 102 95 
1891 115 65 105 97 | 
1892 116 66 132 104 98 
1893 1! 120 69 134 | 106 | 96 | 
1894 126 72 140 
1895 1( 120 74 139 | 113 | 98 
189¢ 114 73 133 111 | 94 
1897 111 74 129 110 94 
189 109 76 igo | 108 94 ) 
1 105 77 121 | 106 94 
102 77 119 103 {| 93 
1901 100 78 119 102 95 
190 1 99 77 117 99 95 } 
190 97 76 112 94 94 
191 98 81 113 95 94 
191 84 114 96 98 
191 ) 85 111 93 96 
1907 98 85 106 90 95 
191 102 9 111 99 95 
19( l 102 97 111 102 99 
1910 ) Q4 105 100 100 
191] 06 94 103 99 96 
10 103 99 98 
191 ( 97 98 101 98 | 106 
1914 | 100 100 100 100 100 
1 107 106 103 103 102 
)] 101 102 96 95 104 
89 88 86 80 | 99 
81 81 77 72 103 
1919 74 83 74 74 | 104 
1920 74 86 71 71 | 106 
19 94 118 85 113 
1922 l . 105 137 94 117 
1923 l 103 140 93 121 
1924 106 144 | 122 
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Taste 11A—Revative Annvat Earnrncs or Emptoyen Workers 
Marn Groups or ManvracrurinG INpvustRIEs. 


Average 1914 for each group 100 
| 
| Lumber Leath- Paper | Toba 
\ — Tex- | Cloth- | and er and and co — All 
ear |Food| and Leath Print Ve Mie 
Steel tiles Ing jits ro rint hicles lig 
ducts rp ing duct 

1889 94 | 103 104 95 83 113 102 127 101 101 
1890 105 104 90 82 115 105 131 102 102 
1891 110 109 99 87 113 105 126 103 105 
1892 108 108 100 87 119 106 127 103 105 
1893 | 104 112 105 84 114 109 134 101 101 
1894 97 100 107 81 115 107 135 93 95 
1895 104 108 110 83 111 107 138 101 103 
1896 97 104 100 86 107 101 127 91 98 
1897 97 104 101 90 105 100 125 4 98 
1898 100 99 102 94 103 96 123 99 98 
1899 | 101 101 101 100 97 101 98 120 99 100 
1900 100 103 100 99 97 95 119 98 99 
1901 100 102 100 100 100 97 114 97 101 
1902 101 103 104 103 99 97 117 105 102 
1903 99 100 102 100 99 98 111 O8 100 
1904 | 100 96 96 100 105 101 99 112 97 99 
1905 100 99 104 100 104 100 109 98 103 
1906 101 102 105 105 102 98 105 101 102 
1907 99 104 10 99 100 9? 107 99 99 
1908 | 92 104 103 101 103 99 113 95 94 
1909 | 106 101 103 106 100 104 100 111 100 102 
1910 ; 102 99 97 104 84 101 96 106 104 104 
1911 99 96 96 109 85 100 95 104 103 97 
1912 | 102 98 101 105 91 100 102 104 103 99 
1913 | 101 100 102 107 100 101 102 103 106 101 
1914 | 100 100 100 100 100 100 100 100 100 100 
1915 | 102 98 103 108 101 101 105 101 108 100 
1916 | 104 108 109 112 104 103 100 100 111 105 
1917 | 99 111 | 108 105 99 96 92 94 107 104 
1918 | 103 119 113 105 102 96 % 88 114 108 
1919 107 117 114 121 107 104 101 100 110 111 
1920 | 107 118 | 122 126 108 105 110 102 113 114 
1921 | 120 | 107 | 120 133 104 115 119 103 123 116 
1922| 122} 110 | 124, 134 | 110 117 127 108 124 120 
1923 | 130 | 128 134 | 139 118 119 129 109 131 128 
1924 | 135 bs Mi ee a 128 120 117 131 111 124 128 


REAL WAGES AND THE CONTROL OF INDUSTRY 
Rv Atvin JOHNSON 


New York City 


Down to ver ent times two main conceptions of wages have 
divided the field of economic thought. The first is the business con- 
ception of sup] | demand. Whatever level of wages the higgling 
of the market may fix iccording to this conception right and just. 
The second is what was once described as the industrial democratic 
conception. I rds labor as the preferred claimant in the division 


of the product of industry. It insists that a decent minimum of 
wages shall be paid before capital or management receive any return, 
and that any industry which is economically incompetent to pay such 
wages is parasitic and undesirable and ought to go out of business. 

Latterly a new conception, inspired in part by the promise of an 
industrial upswing through improvements and inventions, especially 
in the field of super power, has been rapidly gaining adherents. This 
conception places chief emphasis on labor’s claim to a share in the 
benefits of industrial progress. If an industry is thriving magnifi- 
cently labor ought not be expected to content itself even with a com- 
fortable standard of living. It has a right to more, on the simple 
ground that industry can afford to pay more. 


This third conception bears a rather close analogy to the first I 
mentioned, the business conception. The old time business man as- 
serted vehemently his right to pay less than a living wage. The new 
theory asserts the obligation upon industry to pay more than a living 
wage when it can afford to do so. The old conception did not, in fact, 
have a definite upper limit on wages, beyond the reasonable standard 
of living. But the whole process of reasoning of which it was part 
made such a standard the effective maximum. The new conception 
posits, directly or indirectly, the minimum of a reasonable standard 
of living. 

Real wages, as a factor in industrial control, had no place under the 
business conception of rates determined by demand and supply. As 
a matter of theory money wages were assumed to adjust themselves 


more or less satisfactorily to the ups and downs of prices. It was a 


familiar generalization that these adjustments were apt to be belated. 
There was always a lag, a period in which labor was relatively cheap 
and profits correspondingly high. But only the advocates of plans 
for stabilizing the purchasing power of money concerned themselves in 
a practical way with this fact of fluctuations in real wages. 

Neither can the newest conception of labor as rightful sharer in the 
benefits of an industrial upswing concern itself directly with real wages. 
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Whatever the future may bring in the way of substantial progress, 
it is bound to have its ups and downs and corresponding fluctuations 
in real wages. It does not alter the situation that these fluctuations are 
expected to play themselves out above the plane of a decent minimum 
of living. The real wage is the purchasing power of the laborer’s 
money, and there is no way of giving fixity to it under the plan of 
participation in the prosperity of industry. 

It is only with reference to the industrial democratic conception of 
a living wage that real wages can serve as a genuine factor in control. 
And no one will deny that historically they have been a significant 
factor. The conception of a living wage was immensely potent in 
building up the morale of the labor movement first in England and 
later in America and on the European Continent. Calculations of 
what the laborer could buy with his money brought home at last to 
the average citizen and tardily to the public authorities a sense of the 
moral necessity of giving labor a special place in the economic system. 
Labor could not be left hanging to the cracking whip of supply and 
demand. A reasonable subsistence became a paramount moral claim 
on industry. 

How far this principle has already gone in its domination of public 
policy is indicated by the recent compromise settlement in the British 
coal mines. Fifty years ago the British government would have taken 
the position that whatever wages the coal mines could afford to pay 
would be just wages, though the miners’ families were forced to live 
on crusts and scrapings. Some mines, of course, would make profits 
and royalties, but was it not an economic principle that wages had to 
be fixed by the capacity to pay of the poorest mines in operation? 
Twenty years ago the British government would have acquiesced in a 
wage settlement that gave a fair living, even if this meant the closing 
down of all the poorer mines. But now it admits the principle that 
wages must be kept at a fair level without closing down the poorer 
mines and forcing labor to pay in unemployment for what it gains 
in wage rates. 

For the present the means of effecting this end is the subsidizing of 
the poorer mines at the taxpayer’s expense. It appears to be obvious 
that this can not be a final solution. The taxpayer will not forever 
content himself with paying the losses in the poorer mines while the 
better ones are receiving royalties. Sooner or later, by some scheme 
of private pooling or by nationalization, the royalties and rents, as 
well as the normal profits of the industry, will be subordinated to the 
claim of the worker to a living wage. 

Public sentiment in America has not yet become so thoroughly 
penetrated by the living wage conception as in England. We still 
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shrink from th: pposed rigidity of wages fixed on this basis, and 
entertain ou th hypotheses of industry brought to a stand- 
still because it cannot meet the minimum. We accept uncritically the 
Kassandra wailings over the present industrial condition of England, 
where a rigid v tructure 1s supposed to act as a barrier to eco- 
nomic recover} \ colleague of mine has made the pertinent sugges- 
tion that we ought to compare the present condition of England with 
that of the corresponding period after the Napoleonic wars. There 
was no rigid wage structure then, yet the industrial depression was 
desperately serious 

We Americans have many reservations on rigid standards. Yet the 
conception of adequate real wages is potent with us. It was accepted 


with little murmuring as a part of the basis of our war labor control. 
It plays an important part in conciliating or estranging public opinion 


in labor disputes. It is the only principle that can be brought to bear 
for improving the condition of the vast army of government em- 
ployees. 

When no effective plea is made on grounds of real wages the 
American public is apathetic to the cause of labor. It is apathetic to- 
day to the claims of the anthracite miners because the impression is 
abroad that the miners already enjoyed an adequate real wage. With- 
out prejudice to the absolute merits of the miners’ contention that 


the profits of tl ry warrant increased wages, it may be safely 
asserted that t! ontention makes small impression on the public 
mind. If it were demonstrated that profits are excessive, the average 
American would conclude, not that wages ought to be raised above 
what is conceived to be a fair standard, but that prices ought to be 
cut. 

Through generations of effort by the leaders of labor and through 
the ceaseless propaganda of social reformers the public mind has been 
given a set toward a fair standard of living as the proper objective of 


industrial control, so far as it affects wages. Much has thereby been 
accomplished for labo. Are we to assume that the work has been 
done, and that we can now pass on to new conquests under a new 


principle? We can answer this question only after a glance at the 
actual position of labor as a whole. 

We have instances of industries so well organized that labor is 
gradually insinuating itself into the general structure as an equal part- 
ner in control of the industry. When labor has taken a place in the 
control of industry, keeping an observant eye on the market, pre- 


pared to make qui idjustments of wages, upward or downward as 
the trend of the market indicates, assisting in keeping up production 


and eliminating waste, it follows as a matter of course that labor will 
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become a direct participant in industrial gains, and may subordinate 
the standard of living in its policies. 

But no considerable part of American labor has attained to such 
a position. For the most part its function is still militant. It has 
to fight for what it gets, and in fighting it needs to use every moral 
instrument it can lay its hands on. It has an effective instrument 
in the standard of real wages. Possibly the time may come when this 
instrument may give way to a better one, but it is difficult to see on 
what grounds any one believes that a better instrument is at hand. 

With the exception of a few favored trades, most of American la- 
bor has still to achieve a fair standard of real wages. It would there- 
fore seem to be the part of sound policy to push the conception for- 
ward, fixing it more deeply in the public mind, and developing its im- 
plications wherever possible. 

Real wages, however difficult they are to define, are the ultimate 
objective of industrial control, so far as it affects labor directly. 
But in the world as it is wages are fixed, often for long periods, in 
terms of money which may at any time fluctuate wildly. Everyone 
knows what the consequences of this fact were in the time of war 
prices. All the public services exhibited the phenomenon of labor re- 
duced to a lower standard—as a rule, 25 to 35 per-cent lower. Most 
employees of municipal utilities were in a similar case. In all industries 
not directly affected by the boom in production for war money wages 
were adjusted upward toward the original level of real wages only 
painfully, and with much loss through the temporary unemployment 
attending shopping around for jobs. 

We shall probably not live to see another such upheaval in the pric: 
structure as attended the Great War. But we shall certainly have 
ups and downs of prices serious enough to play havoc with real wages 
calculations. Every long contract fixing wages contains a gambling 
element. Where response to changing price levels is sluggish, as 
in the public service and in unorganized public utilities, the gambling 
element is peculiarly pronounced. It would seem to be desirable, 
while the moral force of the standard of real wages still operates upon 
the public mind, to press for the adoption of real wages standards 
at least in public employments. 

The fixing of wages on a purchasing power basis involves difficulties 
of definition and there is a prevailing impression that they would tend 
to rigidity, crystalizing labor in a position inferior to that which it 
might otherwise attain. So far as the public services are concerned 
the objection is irrelevant, because they are already crystallized on 
a money basis, and could hardly be more rigidly crystallized on any 
other. And so far as long-term contracts in private industry go, 
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it is by no mea tain that the defining of the level of real wages 
through a period d act as a bar to the revision of standards 
upward upon t! of the contract, so long as standards of 
living remain a ] factor in control. 

It is, of course, possible that America is entering upon a period of 
such rapid econo progress that labor as a whole may attain to a 
fair standard of il wages without effort. If that is true the real 
job of labor is not to maintain standards but to push on for a larger 
share in the surplus production. But I am somewhat skeptical about 
this new era. I thi e shall have ups and downs in the next two 
or three decades, | that taking one phase with another, labor will 
have its hands f maintaining present standards with a fair meas- 
ure of improvem: There no doubt many bodies of labor that 
could put them n a position to do much better. But for the 
mass the time-h | and effective policy of establishing and main- 
taining fair s eal wages is probably worth conserving. 
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THE MOVEMENT OF REAL WAGES—DISCUSSION 


Georce Soute.—I have not had the opportunity to read in advance 
any of today’s papers except Dr. Johnson’s. It is probable, however, that 
the most careful study of the admirable papers by Professors Hansen and 
Douglas would reveal little ground for disagreement, except for one point 
made by Professor Douglas. He stated that bargaining power of unions 
could not be responsible for the increase of real wages since 1920, because 
apparently as large increases had occurred in non-union industries. We must 
remember that employers were warned that attempts to reduce wages too 
drastically would instigate organizing campaigns, as such attempts often 
had in the past. It is therefore difficult to say that the potential power 
of the unions had no effect on the non-union employers’ policy and con- 
sequently on the movement of real wages in non-union industries. 

I do want to call your attention to a paper by Professor Hansen in 
the American Economic Review of last March on factors affecting 
the course of real wages which is pertinent to the discussion. A 
conclusion of this paper was that during the past century real wages 
had shown an increasing trend, and that the principal factor in bringing 
about this increase had been increasing productivity. We now have Dr. 
Johnson arguing that most wage-earners cannot yet take advantage of 
increasing productivity to bring about increased real wages, and that they 
would gain more by concentrating on attempts to maintain a fixed level 
based on a minimum standard of living. ‘The evident contradiction be- 
tween these two points of view demands consideration. 

The time is too short for a thorough analysis of Professor Hansen’s 
argument in the paper above mentioned, but I want first to suggest briefly 
a few points in which it seems to me open to error. He builds up an 
index of money wages which, from 1820 to 1914, depends chiefly on 
scattered data of wage rates. Because two studies independently made of 
this earlier period happen to coincide closely, he concludes that they are 
sufficiently accurate for use. I should be inclined to think that the scarcity 
of the data for that period, the fact that the two independently derived 
series depend on almost the same data, and the fact that they do not take 
account of fluctuations of employment, give them too wide a margin of 
error as a measure of earnings, and make them inappropriate to splice to an 
index of earnings of factory workers in general for the later period. 

Professor Hansen’s index of the cost of living before 1914 is built up by 
an ingenious and laborious method from wholesale prices. Yet we know 
that since retail price data have been available, both the cyclical and 
long-term trends of retail prices have diverged so widely from wholesale 
prices, even in specific groups of commodities such as food, that wholesale 
prices are quite inapplicable as a measure of the cost of living. Even if 
Professor Hansen’s wage data were sufficiently reliable, his cost of living 
data are therefore open to sufficient error to affect seriously his real wage 
index before 1914. 
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Incidentally | t t point reply to a footnote in Professor Hansen’s 
paper, in whi nted t what he thought were errors in my paper 
on the productivit tor in wage determination, read three years ago 
before these a He stated that it was inaccurate to splice an 
index of week rom 1914 to 1922, derived from New York and 
Wisconsin, to nnual earnings in census years derived from the 
census, joining t ries in 1914. Because 1914 was a year of de- 
pression, annual ear were then abnormally low, and form an improper 
base for a seri veek irnings in subsequent years. This criticism 
would be justified [ had really obtained an accurate average of annual 
earnings in 1914. Unfortunately it is impossible to obtain such a figure, 
as many of us tudied the subject have discovered to our sorrow. 
What the Cens Vi tures gives us is: (a) the wage bill for the full 
vear: (b) the numl f emplovees at a given time in each month. One 
can find the avera nthly number of employees and divide the wage 
bill by that numl but the quotient takes no account of labor turnover, 
and hence of emp! who were partially or totally unemployed during 
the year. The 1 that the quotient is likely to be higher than a 
true average of wages received by all the individual wage-earners, 
and especially so it ir of depression. This means that my procedure 
involves an error ly opposite to that ascribed to it by Professor 
Hansen. It would ously wrong on that account were it not for the 
fact that the average weekly earnings for 1914 and subsequent years must 
be obtained by a ir method and contain a similar inaccurancy. This 
later series, by t iv, Professor Hansen himself uses. 

Professor Hansen also stated that having found that average per capita 
production increa 3 per cent in the twenty-two year period 1899 to 1920, 
I was obvious! t n saying that the average annual increment to 
per capita product va rhtly under 2 per cent. Now I freely admit 
that I am poor at arithmetic, but I have a research assistant who would 
not allow me to that twenty-eight divided by twenty-two equals two. 
This figure for the average annual increment was not the result of any such 
simple process, but came from a mathematical calculation of the trend. 
Such calculations e all know, may not be particularly accurate, but they 
ire better than est tes of growth based merely on the first and last points 
of a given series 

These considerat ire introduced, not for the sake of quibbling or 
of proving that my figures are any more adequate than his, but merely 
to indicate that any figures of the sort must be used with the utmost 
caution. 

Professor Ha lvanced reasons why real wages may not be ex- 
pected to increase in proport’ » to the full increase in per capita production. 


In the first place, assuming tne theory of marginal productivity to be cor- 
rect, real wages may be expected to follow the marginal product of labor, 
which is different from the average product. In the second place, since 
the larger per capita product results in great measure from new machinery, 
if wages increased proportionally to the product, there would be nothing, 
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he said, with which to pay interest on the new investment. In the third 
place, wage-earners can share immediately only in an increase in consump- 
tion goods, whereas a large part of the increased product is in capital goods. 
And in the fourth place, wage-earners share only in an increase of produc- 
tion of the kind of consumers’ goods which they can buy. Proceeding on 
these assumptions, he compared the course of real wages to the course of 
productivity in foods and textiles, and ‘came to the conclusion that the two 
have substantially the same trend over a long period. 

Now most of us would hardly assume without inductive confirmation that 
the theory of marginal productivity accounts very accurately for distri- 
bution of income in the economic world which actually exists. And I, for 
one, do not believe that any estimates of real wages or productivity yet 
made are accurate enough over long periods to furnish much evidence 
either in its favor or against it. I do maintain merely that in the com- 
paratively short recent period when we have figures subject to a sufficiently 
narrow margin of error to be of much use, real wages at times have in 
creased with general productivity and at other times have shown an oppo 
site trend. 

Abandoning, therefore, an imaginary world of perfect competition which 
leads automatically to uncontrollable results, and substituting for it the 
real world in which human controls exist and which we hope to control 
more fully for social ends, we may reasonably aim to bring about a growth 
of real wages such that wage-earners may maintain at least their present 
per capita share of the total product, and may hope to benefit not merely 
by increased productivity of food and textiles, but by increased productivity 
of houses (which, by the way, are capital goods in a sense), automobiles, 
radios, and so on, and of the capital goods necessary to produce them. 
This means neither waiting for the long-deferred operation of a sup- 
posititious economic law, nor as Dr. Johnson seems to imply, aiming for 
a static level of real wages. 

Dr. Johnson seems to think that the process of raising real wages is the 
same as labor’s sharing with the employer the short-time risks of the 
business cycle, and moving money-wages up or down as profits temporarily 
rise or fall. This is by no means the case; what the wage-earners should 
attempt to share is the fairly steadily rising trend of productivity and prof- 
its which would continue if the business cycle were eliminated. And I 
would also emphasize that in regard to increases in real wages it is a matter 
of indifference whether this result comes about through rising money wages 
or falling money prices. 

Of course we ought not to abandon the conception of a minimum standard 
of living below which wages should not fall. But this conception needs 
to be supplemented by anvther. Employer admitting the abstract de- 
sirability of wages adequate for reasonable standards of living, usually try 
to demonstrate that they cannot be paid. Employees who have attained or 
surpassed minimum standards need to establish a claim to more com- 
pensation without hampering the growth of industry. In both cases the 
argument that real wages should be raised with some regard to the long-term 
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trend of increasing physical productivity is pertinent. On the side of 
production, inc: g productivity permits higher wages without higher 
labor cost or higher price On the side of consumption, higher real wages 
permit absorptio1 wage-earners of the growing volume of products 
which increased } tivity makes possible. Fuller recognition of this 
fact, not only | it but by business men, economists, and public officials, 
constitutes one t noteworthy changes in economic opinion which 
has occurred in tl ist decade 

Davin A. McCa I have not had an opportunity to examine any of 
the three main pa before this meeting. Since coming into the room | 
have seen Professor Douglas’ paper for a few moments and I shall devote 
my time to the questions raised by that paper as to the causes of the move- 
ment in real wages which he has so exhaustively described. 

What is the sou f the recent increase in the purchasing power of 
the rates of mon wages paid? From what—or out of whom—has it 
come? Has it come out of increased physical productivity per worker? 
If not, and to tl tent not, what is its incidence? And what has enabled 
labor to take po of it: 

Professor Douglas answers these questions for general groups of workers. 
The source, he stat increased physical productivity per worker em- 
ployed. I agree that speaking generally, this has been the most important 
factor in making the increase possible. But why has labor been able in 
recent years to convert a large share of this increased productivity of in- 
dustry into an increase in real wages? Augmented productivity per worker, 
in physical terms, has not always resulted automatically in a rise in real 
wages, even after a considerable number of years. I have not Professor 
Douglas’ figures before me for the increase in this productivity from 1890 
to 1914 but my 1 on is that his table shows that it was not unim- 
portant. Yet real wages in manufacturing did not increase in that period, 


according to the chart here 
The difference in the bargaining circumstances of labor in the 1914 to 


1924 period as compared with the previous fourteen years must not be 
overlooked in any nation of why labor has been able to come out of 
the price swing with a higher level of wages as measured against retail 
prices. I agree with Professor Douglas that the restriction of immigration 
has been of parar nt importance not only in leading to the general 


increase in physical productivity per worker employed but in improving 
the bargaining position of the workers also. But I cannot agree with 


him that labor organization has played a negligible role. 

I do not agree with his statement that since 1920 organized labor has 
been weaker thar iny time in the years under review. It was much 
weaker numerically in 1924 than in 1920, to be sure, but it was far stronger 


in numbers in 1924 than in 1914. Moreover, it was as strong in 1924 in 
most of the industries in which it was an important factor in 1914 as 
it was in the earlier year. And, as Mr. Soule has pointed out, we can 
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not measure the effect on the wages of unorganized workers of the stubborn 
resistance offered to wage reductions in the organized trades. 

So much for the causes of real wage changes in general. What I want to 
suggest is that the question of the relative importance of increased physi- 
cal productivity per worker and of bargaining strength, in bringing about 
this increase in real wages, be examined industry by industry. Improve- 
ments in productive processes come by industries—and unequally. Bar- 
gaining conditions also show up differently when considered industry by 
industry. The bearing of trade-union strength and trade-union policies 
on the relative importance of improvements in production within the in- 
dustry and the bargaining position of labor within the industry as factors 
in giving labor a larger measure of real wages—which involves the ques- 
tion of the incidence of these changes in real wages—requires separate 
study for each industry. 

Professor Douglas’ figures indicate that the rise in real wages has been 
very unequal as beiween industries. It varies from 11 per cent in leather 
and leather goods to 35 per cent in food products. In iron and steel 
the increase is 27 per cent, which is about the average. No one of these 
is a well-organized industry, from the union standpoint. In paper and 
printing, which includes the strongly organized group in printing and 
publishing, it is 31 per cent. In clothing, in which the unions have been 
strong in recent years, it is 28 per cent. 

How about improvements in production in these industries in recent 
vears? I have no satisfactory figures here. But the National Industrial 
Conference Board, in a statement of November 9, 1925, offers some in- 
teresting findings. Wage levels in the iron and steel industry, the Board 
states, are approximately 140 per cent above the pre-war level, whereas 
the average price of the products is only about 34 per cent higher. This 
is a greater increase in real wages than was reached in any of the manu- 
facturing industries by 1924, according to Professor Douglas’ figures. The 
automobile industry shows a money wage increase of 122 per cent and 
an actual price reduction of 29 per cent. These cases are of course the 
most striking. The Board goes on to say that “similar conditions are 
found to obtain in the chemical, foundry and machine shop, the rubber, 
furniture, leather, and other industries.” No one of these is a strongly 
organized industry. But note that neither paper and printing nor clothing 
is among those mentioned. 

It would appear, then, that in some industries there have been important 
improvements in processes and managerial efficiency which have been 
accompanied by relatively large increases in real wages—and this in the 
absence of strong labor organizations. On the other hand, some strongly 
organized groups which are not named, at least by the National Industrial 
Conference Board, as among those conspicuous for improved productivity, 
have secured larger increases in real wages than have been obtained in 
some of those industries included in the list. What does this mean as to the 
relative importance of bargaining strength and improved productivity 
in these industries? What is its significance as to incidence? 
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Let us turn to e of the anthracite coal industry. It is not one. 
apparently there has been an increase since 1913 in physical 
output per Che natural difficulties are of course great, 
as has been 1 out by the Coal Commission. The wage rates of th 
tonnage mine: been increased 94.2 per cent since 1913. This repre- 
sents an inc f | wages, based on rates of wages, of 11.9 per cent, 
in terms of I f Labor's latest cost of living index—173.5. In 
terms of Prof D 1s’ cost of living index of 169 for 1924, it js 
approximate nt. This figure compares favorably with that 
of 11 per cent the leather and leather goods industry given honorab| 
mention by t Nat 11 Industrial Conference Board for improvements 
in production 

But the tonna n are only 44 per cent of the anthracite workers, 
according to the Coal Commission. There is no satisfactory index for 
the wages of t y men. The figures given by the Coal Commission 
indicate, how r, that they have increased much more than those of the 
tonnage men 5 f them have gone up over 200 per cent. I do not 
say that th 1 not have been raised that much. What I am direct 
ing attention t to the relative importance of bargaining power and 
productivity | worker in the increase, and the bearing of this on th 
incidence of t! [he workers in the more poorly paid groups would 
doubtless hay 1 a relatively large increase over the 1913 base with- 
out organization, but taking the anthracite workers as a whole I submit that 
they would not received as large an increase in real wages had there 
been no un 1 had the physical output per worker been the same as 
it has been 

Let us examine the case of a group of organized workers in an indus 
try in which t 13 v per hour were not considered low as com 


pared with tl 


other trades. In the building trades, ac 


cording to the f es of the United States Bureau of Labor, the hourly 
rates in 1925 v } per cent higher than in 1913. As against an in 
crease of 73.5 } nt in the cost of living (Bureau of Labor index 
this is an incr of a mately 34 per cent in real wages, on the basis 
of hourly rates. Has the physical productivity per worker in the building 
trades increased at all comparably since 1913? Again I am not raising the 
question of d t but the relative importance of bargaining strength 
and physical | tivity per worker within the industry in securing 
the increase 

I realize that of the figures I have been compelled to use are not 
exactly comparal with those Professor Douglas has worked out. I do 


not offer the 


dence of what has happened, but merely to 
support my suggestion as to the need of further study of these questions 


industry by ind 5 e to get a true understanding of the causes 
of the recent ng n real wages and the relative importance of the 
factors which |] them to pass. 
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Maanus W. ALexanper.—I come before you neither as an economist 
nor as a Statistician, but as an industrialist with many years of experience 
in industrial production who has been, and is now more definitely, inter 
ested in statistics and economics as they reveal facts and furnish guiding 
principles for the productive process. In short, I speak here as a practi 
cal engineer from within a large field of experience to students who from 
without the field of experience are by advice trying to do their bit in help- 
ing to usher in the better day in industry. Appearing, therefore, so to 
speak, as an interloper in your group of essentially students of the eco- 
nomie and social sciences, it becomes at once my duty, as it is also my 
pleasure, to talk with full frankness in setting forth the difference in 
our positions on the broad question of real wages and of production out of 
which they arise. It is in this spirit that I am discussing the question at 
issue. 

The wage problem necessarily presents a quite different aspect to the 
responsible management of industry than it does to the social student. The 
difference is not due to a difference in high-mindedness, altruism, or social 
conscience in these two groups. It is rather a functional difference; it 
arises from the fact that each has a quite different task to perform, to which 
quite different responsibilities attach. The validity of any thought about 
such concrete matters as wages must be judged, therefore, in terms of the 
responsibility of the thinker in respect to the question; and its weight 
depends upon how much the thinker has at stake in his thought. 

The student who is concerned with the changes in the economic position 
of the wage worker during the past hundred years and with the abstract 
justice of the distribution of the national dividend today, is in a much more 
free and much less responsible position in his thinking than the industrial 
manager who has to produce today and sell tomorrow the goods out of which 
wages were paid yesterday. If the former reaches an erroneous conclusion 
or makes a mistake in the index number, there is no great harm done, ex- 
cept perhaps to his own reputation, but if the employer is adjusting 
his wages to a wrong index number, or to an index number alone, or basing 
them merely upon the conclusions of the student’s broad theory, he may 
soon find himself out of business or compelled to answer for his mistake, 
often to tens of thousands of people who have entrusted their fortunes to 
his judgment. And, in view of the complex interrelations of modern in- 
dustry, his responsibility is often much wider than that. 

Although the honest student is bound by scientific and logical con- 
siderations to make two and two total up to four, the industrial manager 
is usually confronted with the task of making two and two equal four and 
something more but, as anyone may see from the statistics of income, as 
often as not he is able to make them come to only four with something 
less—such are the subtle and often undefinable factors that influence the 
calculations of practical business life. 

In our present economic organization, over a large field, industrial en- 
terprise is in part necessarily a game of chance played between the en- 
terpriser and organizer, on the one hand, and the public as investors, 
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workers, al m the other hand. The rules are fixed by th: 
public and tl f all of them is that the public shall always play 
safe. As investors they advance their savings to the enterpriser in the 
expectation that they play safe. As workers they insist upon being 
advanced, sat nd regularly, the wages wherewith they enter the game 
as consumers (nd as consumers they hold the cards and have the last 
play that det whether the enterpriser shall profitably continue in 
business. 

There is nat 1 wide difference between the theory of playing safi 
and the pract f taking chances; but at heart the modern employer has 
at least as much longing for safety as the theorist has for adventure. 

Experience has shown again and again that when those who have never 
faced the task of managing an enterprise come into position of immediate 
practical economic responsibility, they find themselves soon familiar with 
the non-Euclidian mathematics of concrete business life, as likewise modern 
industrial management is no stranger to the kind of thought that has been 
expressed her [n its reflective moods, honest industrial management is 


thinking and dreaming similar hopes and aspirations for an ideal eco 
nomic and social organization, is focusing its thoughts and desires toward 
the same goal upon which alike the thoughts and aspirations of the honest 
student and reformer are converging. The difference of fundamental 


thought between thx groups is not inherent; it is one of circumstance 
The day drea f the employer are only more limited perhaps by the 
fortuities of the business cycle; but it is clear from the current discussion 
of wage proble ind wage theories by economists and labor leaders as 
well as by business executives that they are emerging upon a common 
ground of realization of the problem. It remains only to be seen how far 
each will be able to lay aside traditional impediments of group psychology 
which prevent the effective application of the common fundamental thought 
to the common problem, that of securing safety in economic production 


without sacrificing progress upon which future production in large measur: 
depends. 
A great step forward has been taken when it is realized on all sides 


that wages are not the money in the weekly pay envelope but the goods 
that are produced and the services that have been made available, directly 
or indirectly, to the people at large; and that it is the productivity and 
efficiency of industr and not the opinion or desire or fiat of men, that 
determines the general level of real wages. An efficient economic organi 
zation, on the one hand, permits lower production costs and correspond- 
ingly lower prices of goods, which helps to increase the purchasing value 
of wages, and m the other hand, a prerequisite to the payment of wages, 
either on the prevailing or on a higher basis. Such efficient economic or- 
ganization implies, however, a condition of relative freedom from oppres- 
sive and obstructive pressure, legislative or otherwise, while giving at the 
same time a full guarantee for the protection of the public weal. The 


realization of this idea sets an objective upon which all will agree; but 
it leaves unanswered many difficult questions upon which industrial man- 


i 


the 
play 
the 
veing 

last 


1é in 


Saft 


4 has 


lever 
diate 
with 
dern 
been 
nt is 
eco 
ward 
ynest 
antal 
ance 
the 
ssion 
S as 
mon 
far 
logy 
ughit 
“tion 


sure 


sides 
oods 
>ctly 
and 
that 
rani 
ond- 
alue 
or- 
the 
The 
but 


nan- 


The Movement of Real Wages—Discussion 67 


agement would be glad to have some light thrown, since the problem of 
of answering these questions in practical terms ultimately falls upon it. 

Although more efiicient production may be a sovereign remedy for all 
economic ills, industrial management, upon whom rests the responsibility 
for achieving it, would like to know how the many-sided interests of the 
public can be reconciled with each other merely by ample doses of effi 
ciency applied to the employer. The interest of the public in low prices 
as consumers; the interest of the public in high wages as workers; the 
interest of the public in powerful organization to protect group interests; 
the interest of the public in steady dividends and profits as investors; 
the interest of the public in low taxes as taxpayers and in larger govern 
ment services as citizens—all those interests often clash and cannot be 
resolved by any formula of wages. 

Moreover, it is easy to evolve attractive and plausible formulas for in- 
dustry as a whole. The industrial manager, however, cannot deal with 
industry as a whole; he is concerned usually with only a particular in- 
dustry and a particular establishment which he thoroughly understands; 
and the application of general formulas to particular cases is often difficult. 
The problem of efficiency in production cannot be dealt with, therefore, in 
terms of a generalized “industry,” for the situation differs not only in 
each specific industry and each establishment but usually also in each proc- 
ess and as among the individual workers; and the problem is continually 
changing. 

This then implies two things of greatest importance to this discussion. 
In the first place, it means that industrial management in seeking 
greater efficiency is dealing with a dynamic and not a static situation, and 
is bound to be hampered by any inflexible formula or organization based 
on the maintenance of a status quo. In the second place, it implies that 
industrial management, if it is to be responsible for increased efficiency, 
is compelled almost by mechanical necessity to deal with the worker as 
an individual or, at least, as a group constituted chiefly with reference to 
a specific process or establishment. Efficiency, first of all, is a problem 
of individuals and cases, in relation to particular processes or separate 
productive organizations. Scientific management, which is the fundamental 
basis of efficiency, is concerned only with the organization of men, materials, 
and machines, for the most effective manufacture of particular products 
in particular plants under particular conditions. Therefore, organiza- 
tions and formulas embracing diverse groups, different establishments, 
diverse processes, however pertinent they may be to other purposes, are 
necessarily irrelevant or extraneous to the requirements of scientific man- 
agement. 

Until means are found for resolving these fundamental difficulties, it 
is doubtful if the wage problem, which is the problem of productivity, 
can be solved with a slide rule or a cost of living index number alone. 
Its solution, I submit, can be found only through a clear realization of the 
common goal of efficient productivity, and in the sincere, whole-hearted, and 
broad-minded co-operation in securing it, on the part of the scientific 
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student, the lal ider, the business executive, and all group interests 
whose welfare ultimately depends upon it. 

In discussing y t ide the fruits of production equitably between 
management, labo nd the consumer, the important factor must not be 
overlooked, that by d ing and trebling the quantity of production through 
increased efficien f management and labor, through greater mechaniza- 
tion of industry and through calling more mechanical power to the aid 
of the human wor! will be available to divide. In this way, the 
whole level of lit , high wages are only one element, will be raised. 
The realization of ent quantity production which allows high wages and 
high profits and the same time low production costs and prices with 
attendant large d tic consuming power is the great economic contri- 
bution of American industrial leadership since the beginning of the new 


century, and this 1 is only at its very beginning. 


Paut F. Briss : The notion seems to be somewhat general that 
it is an easy trick to translate money wages into real wages. I suppose 
that this is due, partly, to the fact that we translators have had provid- 
ed for us, ready id ich indexes of the cost of living as those con- 
structed by the Federal Bureau of Labor Statistics and the National In- 
dustrial Conference Board. Moreover, I believe that there is a tendency 
to underestimate | difficulty involved in both the construction of the 
cost of living index and its application as a deflation coefficient. Most of 
of us, certainly, | verestimated the accuracy, and at the same time 
very often misread the meaning, of the results obtained by dividing the 
cost of living index into money earnings. 


Mr. Hansen's careful appraisal of the alternatives for measurement con- 


firms these reservations. With most of what he says, I find myself in 
accord. He wisely lays emphasis upon the distinction between the fixed 
budget and the actual consumption method. It is upon one of these or 
a combination of them that we must chiefly rely, I think, in our attempts 
to measure real wages or earnings. My experience with wages statistics 


leads me to place greater reliance upon the fixed budget method, relatively 
to the actual consumption method, than does Mr. Hansen. It seems to 


me that, even over fairly long periods, the fixed budget constitutes a 
measure of real wages which is sufficiently accurate, at least where our 


standard is a subsistence rather than a comfort wage. A fixed budget is, 
I think, less adequate as a measure of absolute amounts of real wages than 


as a measure of changes in such wages. If absolute amounts are desired, 
we must rely upon actual consumption budgets dovetailed into each other 
as Mr. Hansen suggests, or second best, upon a fixed budget periodically 
revised. 

Mr. Douglas’ discussion interests me particularly since only recently 


I was working upon an analysis of the wages of factory workers very 
similar in character to the more inclusive study upon which he is engaged. 
Mr. Douglas’ procedure in dealing with the cost of living and the problem 
of the interpolation of intercensal years for factory earnings is a phase 
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erests } of his work which is of no little interest. His technique with the cost of liv- 
j ing factor reinforces some of Mr. Hansen’s observations about the relative 
ween - merits of the fixed budget as compared with the actual consumption 
ot be method of measuring real wages. I think, however, that there is need- 
rough less overelaboration in Mr. Douglas’ construction of the cost of living 
niza- index. 
e aid | But my chief interest, I confess, is in the results at which Mr. Douglas 
r, the has arrived, particularly for manufacturing. Since I have not had an 
aised. opportunity to examine Mr. Douglas’ tables of relatives, I am unable to be 
s and as definite as I should like to be. His report of an increase of 28 per 
with cent in real earnings, between the nineties and 1924, per capita of those 
ontri- employed, for all manufacturing industries, leads me to suspect that, apart 
new from the correction for unemployment (made in my analysis but not 


made in his), the results of the two analyses are not greatly different. 
My own index shows an increase of 27 per cent between 1899-1900 and 


that 1923, in real earnings per capita of those attached to industry. Since 
pose 1899, 1900, and 1923 were all years of fairly full employment in manufac- 
ovid- turing, my figures must closely approximate amounts per capita of those 
con- employed and must, therefore, so far as unemployment is concerned, be 
1 In- ' fairly comparable with those of Mr. Douglas. The base period which | 
lency have used is, of course, different from his; I have not seen Mr. Douglas’ 
f the relatives for the nineties, but I imagine that the 1899-1900 level shown by 
st of them is not far from that for the nineties taken as a whole. 
time The chief and, I think, the only important deficiency in Mr. Douglas’ 
g the analysis is, as he himself has pointed out, an index of unemployment. 
It is, no doubt, the absence of any correction for unemployment that is 
con- responsible for the wide difference between his results and mine when the 
lf in percentage increase is measured to 1924 rather than to 1923. My figures 
fixed indicate an increase of 16 per cent, over 1899-1900, in real earnings per 
se or capita of those attached to industry while his indicate, as already noticed, 
mpts an increase of 28 per cent, over the nineties, in real earnings per person 
istics employed. I judge from the drift of the curve on his chart that, if we 
ively ' made similar comparisons of the changes to 1914, or to 1921, even wider 
as to , differences in the two sets of figures would be evident. Since any adequate 
es a correction for unemployment necessitated the application of separate un- 
> our employment indexes to the different manufacturing industries studied, I 
et is, _ was obliged to construct not one unemployment index, but a dozen. The 
than ' multiplication of the several ratios of actual to full employment by the fig- 
sired, _ ures for full-time real earnings produced results which, quite naturally, 
other ' showed very wide variations between the forty-one industries covered in the 
cally ' analysis. A few industries, malt liquors for example, showed declines in 
_ real earnings in the five-year period 1914 to 1919. Some industries, like 
ently _ printing and publishing, recorded appreciable gains in real earnings be- 
very tween 1919 and 1921 when unemployment caused serious declines in pur- 
aged. chasing power in nearly all industries. Even in the figures for all in- 
blem _ dustries combined, wide differences between regions are revealed. Between 


phase | 1919 and 1921, for example, per capita real earnings in the District of 
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ROUND TABLE CONFERENCES 
THE TEACHING OF ECONOMICS 
H. H. Bursank, Chairman 


The Conference on the above topic was very well attended and the in 
terest seemed to be general and keen. This was especially true of the case 
method of instruction. The discussion was altogether informal, but the 
first three speakers had been asked to develop certain aspects of the problem. 

The Chairman, after discussing some of the previous conferences and the 
subjects which had been presented at various times, called for the scheduled 
papers, of which the following are summaries. 


Raymonp T. Bye.—In the few minutes which are available for such a dis- 
cussion as the present, it would be impossible to treat adequately all of the 
problems which confront the teacher of economics. I have therefore se- 
lected three questions of interest for a brief analysis, viz.: What are the 
purposes of the courses in economics? What methods of teaching are best 
adapted to the accomplishment of such purposes? And what should be the 
place of the general economics course in the curriculum? 

The first of these is equivalent to the query: What should the courses in 
economics do for the student? Its most obvious purpose, of course, is to 
give him a knowledge of the industrial structure and processes of the world 
in which he lives. This is a practical objective, which not only will equip 
him better to orient himself in his environment, but will provide him with 
useful knowledge of value in the struggle to make a good living. But we 
would not be doing our duty as teachers if we gave to the student no more 
than this. It should also be our endeavor to arouse in him that recognition 
of human interdependence, and that spirit of social altruism, that will make 
of him a more public-spirited and generous citizen. And, incidental to 
these two primary functions, the general economics course in particular, 
should give to the student that valuable training in logical and accurate 
thinking for which the discipline of a rigorous analysis of economic theory 
is peculiarly well adapted. Which ones of these aims will receive the major 
emphasis will vary with the predilections of the individual teacher and the 
peculiar requirements of the institution in which he is placed. In schools 
of commerce or business administration, the atmosphere of practicality 
might naturally cause the stress to be placed on the mere imparting of 
industrial knowledge in the economics courses; while the more cultural 
spirit of the colleges of liberal arts lends itself readily to development of 
the social and mental disciplinary aspects. But if the teacher yields to 
these influences he is making a serious mistake. In the business colleges, 
the economics courses are among the very few with which the student comes 
into contact where there is opportunity for him to acquire some altruistic 
vision and to do some abstract thinking; in such institutions, therefore, it 
is all the more important that this opportunity should be exploited to the 
limit. In the arts colleges, on the other hand, there are many subjects in 
which the student has occasion to develop his intellectual powers and to 
acquire a broad view of social questions, but few in which he is required 
to absorb specific information about the industrial institutions in which he 
lives. The economics courses in such colleges, therefore, should provide 
this necessary part of his education. But in any institution, all three of the 


functions which have | ribed should be performed by the economics 
department, and it well by its pupils than it might if any one 
of them is seriously; 

After the aims |} lecided it becomes necessary to carry out these 
aims by the most ef methods of teaching. It goes without 
saying that it is desira to make the subject as interesting and as realistic 
as can be. This will not be difficult in the so-called applied courses, which 
deal with such tangible } s as those of money and banking, business 
cycles, transportation ting, and so on; but in teaching the general 
principles it present For although the processes of industrial 
life are certainly very real and concrete, the principles which describe those 
processes are to a lars <tent quite abstract. So it happens that the 
science of economics to appear to the “practical” man as very 
intangible and unrea One of the most helpful aids in overcoming this 
impression is the use of definite pr blem-questions, which force the students 
to analyze and interpret specific examples of industrial phenomena in terms 
of economic concepts and principle 

The use of such mater furthermore, serves to impart a more thorough 
grasp of economic tern | laws than can possibly be achieved by the mere 
study of atext. It is not very difficult to memorize the definition of a word 
or the statement of a law; it is quite another matter really to understand 
them. Too often our methods of teaching encourage the superficial repe- 
tition of words and fox s, rather than that deeper mastery of the sub- 
ject which alone deserves the name of knowledge. There are, it seems to 
me, two types of question that can be used in the classroom—‘‘what” 
questions and “why”’ on questions. The “what” question merely tests 
the student’s memory; tl why” or “how” question tests his understanding. 
If we put to a student t yn, ‘What is capital?” or ask him to “state 
the law of populatio t correct answer; but it is such an 
answer as a parrot might st have been taught to make, and we have no 
assurance therefrom tiiat y understands the significance of what he 
is saying. But if we give i list of such things as a house, an orchestra 
concert, a five-dollar tive, and so on, and ask him, ““Which ones 
of these are capital w that he cannot solve the problem unless he 
fully comprehends the meat of his definition; or, if we inform him of the 
fact that the populatio: t f Great Britain is much greater than that 
of China and ask him, “\W the pressure of population in the former not 
nearly so great as in the latter country?’’ we have forced him to think about 
the Malthusian law, and y in judge with confidence from his answer 
whether he appreciates its applications to a practical situation. Problem- 
questions of this sort s! i based as far as possible on topics of current 
interest, on material drawn from the daily papers, and on illustrations 
familiar to the student rien By dealing with him in this way we 
not only help him to acq 1 deeper knowledge, but we also arouse in him 
a keener interest 

It is sometimes a revelation to a class—and not infrequently to the teacher 
also—to give an examination in which the pupils are allowed freely to 
consult their textbooks 1 notes. If the questions are of the problem 
sort, a direct answe. to them is not to be found in the books, and the students 
can only solve them if t in see what principles are involved and if they 


have mastered those principles sufficiently to be able to use them. There is 


if 
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no device which will show more convincingly to students and teacher alike 
the difference between memory and understanding.’ 

I have mentioned the development of social altruism in the student as one 
of the aims that should be achieved in our teaching. This is most readily 
done in courses dealing with such problems as the labor movement, un- 
employment, inequality, socialism, and the like, where the community's 
welfare is of the very essence of the subject matter. Usually such courses 
come only after the introductory work in economics has been taken, however; 
and as many students take only one year of economics it becomes necessary 
to stress the importance of social interest in the course dealing with the 
elements. There is a commendable tendency to get away from intro- 
ductory courses which attempt to cover everything in the whole domain of 
pure and applied economics from division of labor to socialism, and to 
concentrate upon the formal presentation of the principles, leaving the 
problems for subsequent courses. It is, in fact, impossible to present the 
elementary principles adequately in less than a full year, so that the intro- 
duction of problems must necessarily be at the expense of superficial work 
in the fundamentals. It becomes necessary, then, to develop the social 
viewpoint in the discussion of the principles themselves—a task which is 
not the easiest, but which can nevertheless be done. Division of labor, for 
instance, presents an opportunity for developing the idea of solidarity; 
risks in industry can be so treated as to stress the risks of labor; the 
formation of capital and the discussion of consumption give occasion for 
showing the social effects of spending and saving; while such topics as 
wages, profits, and rent lend themselves readily to the analysis of problems 
of poverty, unearned income, and so on. This is one phase of economics 
that can satisfactorily be handled by the lecture method. That, and the 
arousing of the students’ interest, is about the only thing that a lecture 
is good for in the course in economics; it is entirely inadequate as a means 
of teaching the principles. 

There remains for consideration the third question proposed at the 
beginning of this paper. What is the place of the economics courses, and 
particularly of the course in general principles, in our curriculum? What 
ground should it cover? In what year should it come? And what should 
be its relation to other courses? The answers to these queries will depend 
upon the institution in which the course is offered, and the peculiar needs 
of the students concerned. The recognition of economics as an essential 
part of every college education is now so general, that it is taught to a much 
greater variety of pupils than formerly, and it must be adapted to their needs. 
In colleges of liberal arts and in engineering schools, where economics is 
now often required, the course in general principles is for most students 
their only contact with the subject; the course must on that account be 
quite general and comprehensive, including a discussion of the more im- 
portant economic problems as well as the more formal presentation of 
theory. Where there are women in the class, their lack of background for 
the subject necessitates devoting more time to preliminary description of 
business practices and institutions than is the case for men. In schools of 
commerce, on the other hand, it may be taken for granted that most, if not 


‘A part of the foregoing paragraph is quoted from the preface to the author's 
Questions and Exercises in the Principles of Economics. 


74 


all, of the student 
nomics. The genera 
laying the groundwork 
or perhaps it becom 
the previous work 
courses in the princip! 
functions thev are t 
be met, it is desira 
the University of P 
principles of econo 
all undergraduates 

All other things 
principles of econo! 
Economic theory is to 
ciplined minds of 
necessary to provid 
be necessary to g 
sophomore year. 

This raises the iss 
the more specific cou! 
of commerce appear t 
freshman year, th t 
as money and credit 
corporation finance, 
and so on. But as tl 


apparent relation betweer 


fact courses, devoted 
with very little general 
the student soon forget 


but half-acquired in his fiz 


of specific information | 
unity of it all, and of 
One of the great diffic 

in theory do not make it 
in practical subjects do 
so-called applied fi 
should be based direct 
and should take pain 
pretation of the specifi 
is notenough. Ther 
career which will su 
whole in terms of unive 
we have decided at the | 
the “Theory of Bus 
Wharton School in 

E. M. Patterson, will . 


economics, taught in a pra 
students’ entire four yea 
made to make this work 
essential unity of the diff: 
get not only the helpful ¢ 


Economu Association 


, urses within the broad field of eco- 
ples course then becomes an introductory one, 
letailed study of specific fields or problems; 
w, to draw together and interpret as a whole 
rticular subjects. It follows from all this that 
ynomies should be specialized according to the 
| where there are several different needs to 
than one general course, if possible. In 
we have seven introductory courses in the 

to a different group of students— 


my judgment that courses in the 

taken prior to the junior year. 
to be grasped by the immature and undis- 
omores Where the principles are 


r applied courses, however, it may 
ntroductory course in the freshman or 


relation between the principles course and 


onomics. The usual practice in our schools 

to give the general economics course in the 

ng devoted to the study of such subjects 

1 accounting, commerce and transportation, 
ting, international trade, industrial management, 


bjects are commonly taught, there is little 

m and the principles of economics. They are 

i descriptions of institutions and practices, 
rpretation. The result of this method is that 
iattering of elementary principles which he 

t year, and he finally graduates with a great mass 
with little or no appreciation of the fundamental 
veneral truths which underlie and interpret it. 
with our teaching is that we who conduct courses 
ently practical, and those who conduct courses 

‘t apply general principles. Every course in the 
banking or industrial management— 
ndamental course in economic principles, 

late the appropriate principles to the inter- 
being dealt with. But even if this is done, it 
1 be a course in theory at the end of the college 
fy, and interpret the business training as a 
formulas and generalizations. For this reason 
versity of Pennsylvania to introduce a course in 
which will be required of all students in the 
enior year. This course, taught by Professor 


nsist of a thorough review of the principles of 


tical way, that will definitely relate them to the 
of business training. A special effort is to be 
1 general interpretation which will show the 
rent fields of economics. Thus the students will 
oundwork of an introduction to general principles 


in 

in 

ex} 

mt 

hit 

sti 

be 

re 

th 

hi 

th 

m 

ot 

le 

T 

tl 

tl 

ot 

f 

ti 

E 

st 

fi 

d 

i 

| 

t 

{ 

t 

i 


Round Table Discussions "5 


in their freshman year, but also a systematic and more advanced course 
in theory by way of summary in their senior year. Whether or not this 
experiment will prove successful time will tell; but certain it is that we 
must bring out a closes relation between theory and practice than has 
hitherto prevailed in our teaching. Only in this way can we make of our 
students not mere filing cabinets, but intelligent, educated, thinking, human 
beings. 


Wittiam E. Wexiv.—lIt is with considerable reluctance that I attempt to 
recount our experience in the teaching of economics in Columbia College by 
the case method. At least a number of years of experience should be be- 
hind us before expressing any opinions. As a matter of fact, we have used 
the ease system for only three months. Therefore my statements regarding 
methods and results should be received by you as tentative. 

First: What constitutes a case? It is highly desirable that a case should 
be real and should have as much verification as the collector can possibly 
obtain. If the account is imaginary or has been modified to suit the col- 
lector’s predilections, then both students and teachers are likely to lose 
confidence in the story. Again, each case should be interesting in itself. 
To accomplish this, sufficient detail and local color should be given. Fur- 
thermore, a case should be significant from the standpoint of economic 
theory. If the cases are not “selected” with some reference to an outline 
of economic theory the results are likely to be very scattering and disjointed 
from a pedagogical point of view. I see no harm in some method of selec- 
tion providing the collector is a scientist rather than a propogandist. 
Experts in pedagogical theory who advocate the project method usually 
select their problems with a definite purpose in mind. The essence of the 
project method is to start with a problem. The case should not be con- 
sidered merely an illustration of theory but the students should be led to 
tind the principles in the case itself. 

Second: What readings should be used? At the end of the cases a few 
definite and carefully considered questions should be given. In every course 
in elementary economics students should be encouraged to read in the text- 
books. It is not necessary, indeed it is not advisable, that the student 
should find the answers to the questions in his readings. The readings 
should give him the underlying philosophy to assist him in answering 
the questions but they should not answer the questions for him. It is our 
opinion that new readings may need to be written which will be more suited 
to the case method of teaching. 

Third: Experienced teachers are needed. The use of the case system 
in the teaching of economics demands more experience and knowledge of 
economic life than the textbook method. It also demands a new technique 
which must be learned. The teacher must immerse himself not only in the 
case itself but also in supplementary readings about the subjects discussed 
in the case. 

Fourth: The results. There is no question in the minds of us who have 
been teaching the elementary course but that the interest of the students is 
greater than it was before. The students find the study of the cases more 
interesting than the perusal of the textbooks. We admit without argument 
that other things than entertainment are demanded in a course in economics, 
but on the other hand, the capturing of the interest of the students is surely 
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the first step in successful teaching. A by-product of the method has been 
the weighting of principles in economic theory according to their relative 
importance by the frequency with which they appear in different cases. 
In the usual method of exposition the students are not always able to decide 
what principles really are important. In the case system, this question is 
answered for them automatically. 

The greatest difficulty in the use of this method is covering what has been 
considered the entire subject matter of elementary economics. The case 
system does not permit the same degree of speed in covering the course that 
the textbook method allows. It may mean certain omissions of the usual 
material. This may be considered by some an advantage rather than a 
disadvantage. Our experience has been that we can keep up with our 
schedule if we are willing to allow an occasional case which the students 
have studied to be eliminated from classroom discussion. It is advisable 
to discuss some cases thoroughly rather than a larger number in a slipshod 
method. 

I think I voice the opinion of my colleagues when I say that we believe 
this system is one of great promise. The prerequisites of success are two: 
the right kind of cases and the right sort of teachers. If the future 
provides these two prerequisites, the case system will be a success. At 
least it will remove the chief objection which our students feel—that the 
principles taught are divorced from real life. 


Frank A. Ferrer.—Confining his attention to the problem presented by 
the elementary course, which is admittedly much the most difficult to teach, 
the speaker divided his remarks into two parts: the first dealing with the 
diagnosis of the disease and the second with the treatment. 

The source of the trouble lies first in the fact that this is the beginning 
course and that all beginnings are difficult. Secondly, it is the broadest in 
scope and in that sense is more comprehensive and fundamental and less 
elementary than many of the more specialized courses, which tend to be more 
largely descriptive. Thirdly, the rapid increase in the size of college 
classes is at the maximum in this course, for the more special courses are 
multiplied and the size of the classes in them thus is kept down. Fourth, 
numerous difficulties may be summed up under the phrase “methods of 
teaching” which comprise not one thing but many details. This may be 
perhaps better presented positively, than negatively, in what follows. 

The treatment must consist of applying a series of precepts or prescrip- 
tions, the chief of which are here indicated. 

1. Responsibility. Some one of the mature teachers in the department 
on permanent tenure must assume full responsibility for the conduct of the 
course, and exercise it continuously. In many places the elementary course 
has been the little Cinderella and has shown the results of this neglect. 

2. Definite ideal. Some one of the three possible aims—vocational, 
civic, or cultural training—must be chosen and made predominant. In the 
judgment of the speaker the cultural is the highest and best, but cultural 
not in the sense of individual satisfaction but rather in that of intellectual 
power and ability to reason clearly regarding economic questions. 

3. The maximum personal contact and discussion with students. This 


implies probably a minimum of lectures or their abolishment, and the meet- 
ing of students in small sections. 


tests, 
the n 
sectio 
5. 
comb 
mate 
6. 
static 
beco! 
teacl 
antic 
prin 
adva 
enlis 
elem 
8. 
pute 
bres 
by. 
beli 
9 
the 
of | 
tea 
has 


the 
mu 
dor 
ap 
an 
fo 
th 
so 
} T 
e 
P 
s 
el 
SI 
| 


Round Table Discussions 17 


4. Careful planning of details as to material, dates of meeting, times of 
tests, assignment of problems and other supplementary exercises. This is 
the more necessary the larger the class and the greater the number of 
sections in which it meets. 

5. Judicious preparation of well-balanced subject matter. This should 
combine historical, descriptive, theoretical, and contemporary problem- 
material and subjects. There is place here for the case method. 

6. Experimentation. The course must not be permitted to become 
static. It must be varied in form and in method, not only to keep it from 
becoming a routine matter to the students on the campus, but to keep the 
teachers constantly on their mettle. 

7. Collaboration with the other courses in the department, in part by 
anticipation pointing out in advance various subjects in which the elementary 
principles will be used, and in part by retrospect, use, and repetition in the 
advanced courses. Only in this way can the interest of the students be 
enlisted in advance, and a growing appreciation of the purpose of the 
elementary work be built up in campus opinion. 

8. Faith in theory and principles. This should be positive and not dis- 
putatious. The elementary course is suffering in many places from the 
breakdown in the older economic theory which has not always been replaced 
by a positive faith in anything else. Better belief in anything than no 
belief at all. 

9. Hope and ambition in the younger teachers who are participating in 
the work. The weekly conference, presided over by the professor in charge 
of the course, should be the most profitable opportunity for the younger 
teachers. No other subject in the curriculum calls for so broad a view, or 
has in it so much opportunity for intellectual and pedagogic development. 

10. Loyalty. There must be team work in the teaching. The larger 
the group of co-operating teachers, the more difficult this becomes. The aim 
must be unity in the general features of the course, with variety and free- 
dom to the teacher in the development of his own ideas and possibilities. 

The remedy for the evils in the general course is thus not to be sought in 
a panacea or in any patent medicine, but in patience, industry, inventiveness, 
and in the union and exercise of all the virtues of the calendar. 

The discussion from the floor was spirited. The case system called 
forth both attack and defense, but in general there seemed to be agreement 
that this method of instruction should have a thorough trial and that 
some means should be devised for the exchange of opinion, experience, and 
material. Professor Sherman of Lake Forest and Professor Mayer of 
Tufts took issue on a number of points raised by previous speakers and 
expressed scepticism regarding the expediency of employing case material. 
Professor Shortliffe of Colgate was enthusiastic in his support of the case 
method, contending that this method offered the only hope of making the 
subject realistic. Professor Vanderblue of the Harvard School of Business 
spoke effectively regarding the limits within which the case system could be 
employed. 

Numerous speakers referred to the problems more or less peculiar to the 
small college. Professor Gumbart of Connecticut Agricultural and 
Professor Watson of Haverford emphasized this situation. 

Among numerous other speakers from the floor, Mr. Dozier of Washington 
stressed the need for theoretical courses; Professor Folk spoke of the 
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valuable teaching material to be found in trade journals; Professor Carroll 
of Bates emphasized the importance of an evolutionary point of view for 
the understanding of environmental conditions; and Professor Sherman 
suggested the possibility of eliminating the so-called outside reading and 
requiring the instructor to meet his students for some nine hours each week. 

At the request of Professor Persons, the Chairman discussed the teaching 
of economics in t English universities and at Harvard. He spoke of 
the difficulty, if not the impossibility, of teaching principles to a large 
proportion of the undergraduates electing courses in economics irrespective 
of the method employed. Although the necessity for the trial of new 
methods, especially the case method, was stressed, the opinion was ventured 


that methods were of minor significance, while the indispensable factor was 
the well-trained and enlightened teacher. 


THE CONSUMING POWER OF LABOR AND BUSINESS 
FLUCTUATIONS 


Herpert Feis, Chairman 


This paper is intended to be merely an introduction to the subject under 
discussion—which has been called the relation between wages, the con- 
suming power of labor, and the business cycle. I conceive of the subject 
as an investigation into wage policy, as an attempt to discover what part 
current wage policies may play as a cause of industrial fluctuations, and 
what wage policies may best serve to end or limit extreme fluctuations, the 
evil effects of which are beyond dispute. 

I have been reviewing the economic literature devoted to the analysis 
of industrial fluctuations, the literature of business cycles, so called. This 
review revealed a large measure of agreement upon points of great im- 
portance in the consideration of the question before us. This agreement 
tended to cover, firstly, the ordinary behavior of wage rates during the 
various phases or stages of industrial fluctuations; and secondly (though 
here the evidence is still very incomplete), the variations in the proportion 
of the total sum paid out as wages and salaries to the total value product 
of industry during the same periods of fluctuation. 

This agreement tended to extend to the following points among others: 

(1) That ordinarily during a period of rapidly increasing industrial 
aetivity and rising prices, wage rates rise more slowly than wholesale prices, 
and somewhat more slowly than retail prices. 

(2) That during such periods the rates of profits and the volume of 
capital invested for productive purposes increase. The available statistical 
evidence does not go far enough back to enable us to be certain whether 
during such periods the percentage of the total value product paid out as 
wages and salaries declines, but there is a presumption that way, especially 
during the early stages of the period of expansion. This is naturally some- 
what a matter of special circumstance; if the period of increasing industrial 
activity is accompanied by relatively stable prices as during the recent 
past, this result may not take place. 

(3) That after a certain point in the period of increasing activity, 
the productive power of industry and the actual volume of consumption 
products tended to increase more rapidly than the purchasing power avail- 
able or spent for consumption purchases. This possibility is emphasized 
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particularly in the publications of the Pollak Foundation, but suggestions 
of the same fact are found throughout the literature. 

(4) That producers and merchants, even while they are busily occu- 
pied in increasing the volume of production and stocks, live in the shadow 
of the fear that consumers will not buy at profitable prices the goods 
they are producing and stocking. They, therefore, are at pains during this 
period to store up large corporate surpluses for security. 

(5) On this next point there is somewhat less agreement than on any 
of the others—that after a certain point in the period of increasing activ- 
ity, the increase in production costs, particularly of unit labor costs, tends 
to curtail profits and lead to contraction of industrial activity. 

(6) That during a period of declining industrial activity and falling 
prices, wage rates fall less rapidly than wholesale prices, and somewhat less 
rapidly than retail prices, and sometimes the final decline is not as much 
as the decline of prices even during a prolonged period of depression. 

(7) That during such periods, rates of profit and the volume of indus- 
trial investment fall. Again lack of data prevents us from being certain 
as to the variation in the share of the total value product paid out as wages 
and salaries, though there is a presumption that it may increase especially 
at the beginning of the period. Special circumstances must play an im- 
portant part here also, and at the point of lowest activity the share of the 
total paid out as wages and salaries may show a decline rather than the 
contrary. 

Accepting these tendencies as true and characteristic of most cycles of 
industrial fluctuation, what wage policy would seem to be most advanta- 
geous during the various periods of fluctuation, best calculated to keep 
industrial activity moving steadily ahead? I assume, temporarily, to ad- 
vance these speculations, that if the elements of an advantageous wage 
policy can be discerned, some way will be found of putting such policy 
into effect by the gradual education of industrial opinion, by changes in 
methods of remuneration, in the distribution of industrial ownership and 
the like. I will return to that subject later on. I also leave out of ac- 
count the difficulties that speculations on this subject must reckon with, 
because of the fact that during all the phases of industrial fluctuation, 
the position of some industries differs greatly from the general position 
and trend, and that variations of a similar kind also exist between different 
enterprises in the same industry. 

Even with these simplifications of the situation, the opinions I am about 
to venture will be found to partake of the nature of questions as much as 
of answers. During a period of increasing industrial activity and rising 
prices it would seem advantageous on all grounds that there should be 
a fairly prompt upward adjustment of wages. “Fairly prompt’—how 
is that recommendation to be construed in practise? If the period of 
increasing activity is one of recovery from a state of serious depression, 
immediate wage increases might cut it off prematurely. If, on the other 
hand, profits rise freely and continuously, if immense undistributed earn- 
ings accrue and other savings accumulate, the way is prepared for an in- 
ordinately rapid and great enlargement of productive capacity, which is 
likely to produce its own disastrous finish. What possible guides to judg- 
ment in this matter are there? What possible bases of wise decision in 
the matter of policy? Several can be suggested. Price movements, per- 
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haps? If so, p1 what commodities and services? Neither 
the indexes of cost ng, nor the ordinary indexes of wholesale and 
retail prices would ntirely satisfactory for the purpose. Besides, 
those conditions and influences which bring a period of prosperity to an 
end may come into tence even though the increase in industrial activity 
has been accompanied by no rise in prices, or only a slight rise. But is 
there any better guide to wage policy than these price movements? Profits? 
If so, what range ts and for what period of time; and how are we 
to make allowance { irge differences in the profits of different in 
dustries and enter} Perhaps neither price nor profit changes offer 
the best guide to di n, and we must seek it in another range of facts, 
such as a compari the growth of purchasing power in the possession 
of consumers and t! ney value of the goods produced for sale at pre- 
vailing prices? O bly a combination of the alternatives? 

It is plain that at the present time we move almost blindly in our settle- 
ment of wage quest luring this period. The condition of the labor 
market, the temper and bargaining spirit of the workers, and the length of 
existing wage contracts determine the course of events, and not intelligent 
prevision. 

Problems of th type are presented by the opposite period of in- 
dustrial fluctuation, that of declining activity and prices. Even if the 
course were practical, is it advantageous to have wages reduced as soon 
as the period is upon us, or, it may even be suggested, as soon as it is 
impending. There are arguments of some weight both for and against 
this course, based uj ir experience of past industrial fluctuations. In 
the past, banking and lit necessities have sometimes required a decline 
in the price level attained, though it may be hoped that under the Federal 
Reserve System such situations may seldom recur. But, if they do, some 
downward adjustment of wages will ordinarily be necessary. What 
guides shall be accepted as to the necessity and as to the amount of the 
wisest reduction? ‘The necessities of the banks or the currency system? 
We know by experie1 how hard it is to stop the wage decline at that 
point. The decline of prices, perhaps; but then the same problem of 
what prices must be faced. Or again, perhaps it would be wisest to seek 
some more complicated guide to judgment such as a comparison between 
the volume of purchasing power in the possession of consumers and the 
value of the products offered for sale at prices that shall not entail too 
great a loss? For all our controversy on the subject, how much, if any, 
progress has been ide towards the ascertainment of an advantageous 
wage policy during a period of declining activity and prices! Nor 
have I exhausted tl onsiderations deserving attention in any attempt 
to determine one? It may sometimes be true that, without a decline in pro- 
duction cost greater than can be secured in other ways than wage re- 
ductions, the revival of consumers’ demand and of production will take 
place more slowly than if wages were reduced. Yet it is also well estab- 
lished that wage reductions, and particularly the anticipation of continued 
wage reductions, may produce a prolongation of a depression long after the 
banking necessit f they ever existed—have been met. It would ap- 
pear that if it can | ide practical, a wise wage policy would limit wage 
reductions. But is it practical or possible to get common consent to such 
a course even if \ suid work out a proper theoretical and statistical 


gui 
run 
be, 
pas 
tim 
was 
it a 
to 
fol 
pr 
ent 
inte 
pre 
Ch 
ad 
co 
the 
wo 
by 
ab 
pl 
th 
sta 
shi 
out 
tw 
pla 
in 
as 
di 
su 
cei 
re 
the 
ar 
ca 
inc 
oc 
the 
ac 
ec 
fo 
th 
ar 
to 


Round Table Discussions 81 


guide for that limitation? Or must we here too simply permit events to 
run their course, wages to be reduced as much as possible wherever they can 
be, and recovery only to begin when the hope of further wage reduction 
passes, or the futility of further reductions becomes apparent? 

For all of its conplexity and difficulty, I am more hopeful at the present 
time of the possibility of working out the essentials of an advantageous 
wage policy for periods of industrial fluctuation, than I am of having 
it adopted. Even if those interested in the subject succeed in their efforts 
to master the problems of policy involved, and their numbers increase ten- 
fold, could a way be found to make this policy effective in actual industrial 
practise in an industrial system under which each group and industrial 
enterprise can hardly look beyond what appears to be its own immediate 
interest? Progress towards the general acceptance and enforcement of a 
previously formulated wage policy will be slow, if it takes place at all. 
Chief hope must be placed in the creation of regular machinery for the 
adjustment of wages in different industries, though single enterprises may 
contribute something to the end in view by special plans or policies of 
their own invention. Most of the elements of wage policy discussed above 
would have to be widely applied, if they are to be successful. 

It may be, in fact, that the desired end can be more nearly attained 
by indirect means. Would the spread of labor organization help to bring 
about the desired result? Would programs of public works and of unem- 
ployment insurance? What can be effected by continued education in 
the use of business statistics and the continued improvement of these 
statistics? Would the wide spread extension of employee stock owner- 
ship or profit-sharing plans afford a means of keeping stable the sharing 
out of the product of industry, the maintenance of a proper balance be- 
tween production and consumption. The imagination can find much to 
play with in that field. Or lastly, may it be possible by radical changes 
in banking and credit policies so to adjust consumption and production 
as to secure steady forward movements without extreme fluctuations. 

I forbear the recital of further suggestions. Both the indirect and 
direct approaches to the desired end merit further exploration. For, in the 
subject under discussion, in the changing relation between the totals re- 
ceived as wages and the total product in industry, and in the changing 
relation between the purchasing power received by the workers (or used by 
them for consumption) and the selling value of the goods produced, we 
are dealing with two of the important, if not most important, generating 
causes of extreme industrial fluctuation. 


Joun P. Frey.—Depressions in business, like a calamity, overwhelm 
industry and commerce so frequently that the study of their causes has 
occupied much of the economist’s time. In fact the economists inform us 
that these depressions come in cycles which can be forecast with reasonable 
accuracy. Some tell us that these cycles are the result of the operation of 
economic causes, which move as naturally as the heat of summer must be 
followed by the cold blasts of winter. 

We have presented to us what seems to be a logical economic cause. At 
the bottom of a depression no one is willing to invest money; the merchants 
are unwilling to place orders with manufacturers; the banks are unwilling 
to make loans. For a while the people reach the border line of absolute 
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necessities, Ther . large army of unemployed barely able to maintain 
existence. 

The accumulated goods on the merchants’ shelves are slowly consumed, 
compelling the | f orders with producers. These producers are 
able to put a few men at work. These additional employees immediately 
begin to buy more than while idle. In time business becomes what is called 
normal. The bank | money more freely. The manufacturers, seeing 
the opportunity for ¢ nerease their volume of production, and soon the 
peak of prosperity reached 

The opportunity f fits leads manufacturers to increase the volume 
of production to full capacity. The merchants load their shelves with 
goods. But in time it is found that shelves and warehouses are over- 
stocked, the orders f production become smaller in number, and industry 
and commerce g halt, until finally another depression affects 


the country. 

It is equalls true that great wars also enter into the economist’s cal- 
culations, but even these are pictured as having an economic basis which 
corresponds somewhat with the one just described, wherever the great 
industrial countries find themselves in competition for foreign markets. 

The trade union movement is not satisfied with these explanations as to 


the main causes for so-called cycles of business. They believe the reason 


is to be found largel) the fact that the wage-earners have not received a 
wage rate which was economically sound. A sound basis for wages would 
be a rate which would equal man’s power to produce. Such a wage rate 
might not prevent booms or depressions, but it would very largely modify 
both. It would not be able to prevent overexpansion, but it would limit 
the injurious effect [t could not prevent panics, but would very greatly 


lessen their injurious results 
The classical explanation for cycles of business seems to be based some- 
what upon the thought that the volume of production per capita in the 


industries remains largely the same over periods of time. At least this 
seems to be the conclusion to be drawn from some of the explanations of 
economic forces which are presented to us. 

There is probably nothing more impressive in modern industry than the 
enormous increase in man’s power to produce. The last two generations 
have witnessed the most startling revolution in man’s capacity to produce 
which the world has witnessed. Increased productive capacity, which has 
come to the farmer through modern agricultural machinery, has been equally 
significant in modern industry. The industrial engineer has studied 
production for the purpose of eliminating unnecessary labor and has ar- 
ranged the plant and the machinery so that raw material travels the shortest 
route from the stock r to the freight car in which the finished product is 
shipped. The inventor has constructed machinery which enables one work- 
man to produce more than a hundred could a few years ago. Hundreds of 
great streams now pass through turbines, generating power in such enor- 


mous quantities that the imagination is staggered. Yet, we seem only to 
be at the beginning of an era in which the powers of nature, machinery, and 
management are revolutionizing man’s power to produce, increasing it to such 
an extent that what formerly took years to produce can now be manufactured 
in a few days. 


One of the features of this wonderful period into which we are entering, 
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is the fact that all of the water power now connected with turbines cannot 
be used, that all of the machinery now installed cannot be operated, because 
the producer is unable to find a market for the product of his plant. 

We are told that 50 per cent less miners, working seven hours a day, 
five days a week, would produce all of the coal which we can consume, 
or which can be exported, and machinery constantly being introduced into 
the mines is greatly increasing the miner’s capacity to take coal out of 
the earth. The shoe manufacturers of the country are unable to operate 
steadily because, with their present equipment, they are prepared to make 
more shoes than the people can use. 

This same condition is true in a majority of our industries. Why is it 
that with this tremendous power to produce there should be idleness, and 
that manufacturing plants should be operated but part of the time? Is it 
not because the capacity of modern industry to produce exceeds the power 
of the mass of the people to consume and to use? Putting it in another way, 
is it not a fact that the wage-earner’s power to produce has not been equalled 
by his power to purchase? His real wage has not increased in proportion 
to his power to produce. 

The statistician’s conclusions may not be absolutely dependable. They 
probably cannot be relied upon except to indicate general tendencies. What 
is important is that all of those who have studied the question are unanimous 
on this one point, that man’s increasing powers to produce have very greatly 
exceeded man’s power to purchase. 

The wage rate has not kept pace. The greatest problem facing modern 
industry is the fact that it has failed to establish a market which could 
purchase its products. Unless wages increase in proportion to the in- 
creasing power of industry to produce, depressions in business must become 
increasingly frequent and severe. Cycles of business will undoubtedly 
continue, but the extent and duration of depressions will be influenced very 
largely by the purchasing power of wages which are being paid. 

Wages have been considered for too long upon the basis of what the 
wage earner should receive, his standard of living, or an amount sufficient 
to enable him to save. Industry and commerce, for its own salvation, must 
see that the wage-earner’s capacity to buy keeps pace with the capacity 
to produce. 

It is not simply a question of what labor should receive. It is as much, 
if not more, so far as industry and commerce are concerned, a question of 
whether a condition will exist so far as wages are concerned which will 
enable industry and commerce to develop and to function still more success- 
fully. 

Water power, huge plants, marvelous machinery, and perfect management 
are all of little value, unless they can be operated; and they cannot be used 
continuously for purposes of production unless there is a market in which 
their product can be sold; and this market cannot exist unless sufficient 
wages are paid to the workers. The workers’ real wage—the purchasing 
power of their wages—must increase in proportion to man’s increasing power 
of production. 


Wappitt Catcuines.—Recent studies have given little, if any, help 
toward establishing wage policies which would increase the consuming 
power of labor. The same underlying conditions which have controlled 
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in the past the amount paid as wages may be expected still to exercise the 
same control. 
The wages we are discussing are advances made in the production of 


goods for sale at a profit and constitute the large part of the cost of 
production. Goods are not often produced for sale unless it is expected 


that they can be sold at a price greater than all the costs. Wages can 
be high, with little unemployment, only because of the expectation that 
goods can be sold at high prices. When it is expected that goods must be 


sold at low prices, if sold at all, wages are low and there is much unem- 
ployment. 

Expectation regarding the sale of goods and the sales price of goods 
determines the amount of goods produced and the wages which are ad- 
vanced in production. Today we have such facilities for production and 
such methods of financing production that all that is needed to bring about 
the production of goods and the payment of wages in connection with this 
production is a well-founded expectation that when produced the goods 
can be sold at a price a little higher than the cost. 

Usually when goods are produced there is no assurance that they can 
be sold above a particular price. As the price may be lower, effort is 
made to keep the costs low—which means that effort is made to keep the 
total amount paid as wages as low as can be. Rarely are sales conditions 
such that the all-important consideration is to get the goods produced 
regardless of the amount paid as wages. When such conditions do exist 
the possible sales price is so high that the relative purchasing power of 
such wages is low, regardless of the dollar amount. 

This tendency on the part of the producer to keep low the total amount 
paid as wages is met on the part of the wage-earner with a necessary 
attitude which contributes to the same end. Most wage-earners are de- 
pendent upon employment to secure a living. When there is much un- 
employment a worker has the alternative of accepting low wages or going 
without work. 

There is usually this two-fold pressure upon wages to keep the total 
amount down—that of the producer because it may be necessary to sell 
the goods produced at a price below cost and that of the worker because 
he may be unemployed. When this condition does not exist it is almost 
certain to be true that prices are high and that while the dollar wage may 
be high, the real wage is actually lower. For short periods when con- 
ditions are changing there may be high wages and low prices, but these 
times are offset by those other periods of change when there are low 
wages and high prices 

With these underlying conditions controlling, there is little scope for 
a discussion of the best policy to pursue regarding wages. In fact wage 
policies today are established by conditions beyond our control unless we 
go deep into our economic life 

To gain higher real wages we must deal with fundamentals. Little 
progress can be made by discussing temporary gains which are soon off- 
set, or dollar increases which mean inevitably higher prices and lower 
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real wages. Likewise the situation must be considered as whole. Gains 
of one class of labor at the expense of another class of labor are no gains 
at all. An increase in the amount received by labor as a whole without 
a corresponding increase in price is what we seek. 

In dealing with fundamentals it is manifest that real wages can be 
increased in only one of two ways. 

First, by increasing total production. Second, by increasing labor's 
share in what is now produced. 

So far as increasing total production is concerned, we cannot today 
consume what we can produce; partial operation is necessary in almost 
every line of business. In almost every direction the fear of overproduction 
retards production. Little can be gained therefore in discussing how to 
increase total production until we discover how to consume what we can 
now produce. 

With regard to increasing labor’s share in what is now produced, there 
have been of course countless suggestions. All involve reducing someone 
else’s share—profit, interest, rent—or increasing total output and thereby 
increasing the relative share of labor without actually reducing the amount 
received by others. These suggestions involve fundamentals of our prof- 
it economy, and changes which threaten the continuance of the production, 
and the real wages which we now have. These suggestions could be 
discussed indefinitely. It is sufficient to say here that the way out has not 
yet been made clear. 

There has been raised recently, however, a question which goes beneath 
this entire discussion, and attacks a fundamental assumption underlying our 
previous discussions of higher real wages. We have assumed heretofore 
that when we produced goods in the right proportions—in other words, if 
we had a properly balanced production—someone would have the money in- 
come to buy the goods. We have assumed that in our highly complex eco- 
nomic structure, with our bank credit expanding as business expands, our 
building of new capital facilities and equipment, our banks of deposit, 
our savings banks, our insurance companies, our vast transportation facil- 
ities, with the great diversity of our activities so that one business was 
going forward while another went backward—we have assumed in this 
complex life that someone always had the money income to buy the goods 
produced. We have assumed that our fundamental difficulties have been 
unbalanced production, too rapid expansion, too great use of bank credit, 
buyers’ strikes, oversaving by the rich, overbuilt industries, ete. 

In discussing higher wages, we have assumed that the total money in- 
come available for consumption was enough and that the problem was to 
get a larger part of this for labor. 

This fundamental assumption regarding consumer purchasing power 
has now been questioned.’ It is stated that as a matter of fact the total 
amount distributed to all consumers in the production of goods is not as 
great as the necessary sales price of the goods. Wage-earners, profit 


*W. T. Foster and Waddill Catchings, Profits, published by Pollak Foundation, 
1925. 
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makers, receivers of rent, interest, etc., do not all together receive enough 


to enable them as consumers to pay for these goods the price which must 
be paid if as producers they are ‘o continue to make use of the facilities 
of production. 

This is a far-reaching statement, and if the facts justify it, we have 
heretofore not gone deep into our subject. No wonder we could not 
understand why we could not increase real wages by increasing the total 
output of goods and why little could be accomplished by our efforts to 


increase labor’s share in what is now produced. 


Furthermore, if the statement is a statement of fact, and we arrive at 
an understanding of this vital feature of our money and profit economy, 
we may reasonably hope to learn how to increase real wages by increasing 
the output of goods. Likewise if we have our facilities of production run- 


ning smoothly and can relieve business of the fear of general overpro- 
duction and labor of the fear of unemployment, we can discuss intelli- 
gently and effectively how we may reduce the relative amount going to 


profit makers, and increase the share of wage-earners. 


Therefore, every effort may well be directed toward discovering if the 


facts warrant this statement that as consumers we do not receive enough 
money to buy the goods which as producers we are able and willing to 
produce: in fact those goods which at times we actually do produce, but 
which now we can sell only by refraining from using some of our facilities 


of production. 

The facts are easily ascertainable. Most of them are at your hand. 
Careful study has resulted in this far-reaching statement—a statement 
which concerns all of us in our daily lives. If the statement is not justi- 
fied it should be disposed of and dismissed. If it is true, it should become 
the center of our discussion, and may well prove the foundation upon 
which we can build the solution of this wage problem and of other prob- 
lems which affect the daily happiness of tens of millions of men, women, 
and children. 


W. A. Berrince.—In the following remarks attention is called to cer- 


tain facts which are often underemphasized and in some cases quite over- 
looked in discussions of the relationship between industrial wages and the 
business cycle. Much of the literature on the subject shows a gross mal- 


distribution of emphasis among these facts, even where all of them are 
recognized. 


I. Wages, in the sense of the total volume of money income flowing 
into the hands of factory workers, are enormously responsive to ups and 
downs in the business cycle. The extent of that response is greatly under- 
stated by those who follow the prevalent practice of quoting the annual 
average income in a good year and in an adjacent year of depression. The 


index of incomes constructed by Mr. Woodlief Thomas, with the aid of 
a method devised for the Federal Reserve Board by the present writer, 
shows pretty clearly what the actual monthly changes have been since the 
Armistice. 

The low points of 1921-1922 occurred in July, 1921, and January, 1922, 
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when this income index stood at 80 and 78 per cent, respectively, of the 
1919-1922 average. Contrast this with the high of 132 per cent in March 
and in June of 1920. Contrast also the low of 1924 (July, 93 per cent) 
with the high of 1923 (May-June, 118 per cent). In each of these two 
cases the span between high and low is much too wide to be ignored. And 
it is here shown to be greater than would have been indicated by annual 
averages for the several years. Within each of those years the business 
cycle caused such violent changes in the course of the money income index 
that the annual averages would have shown a much lower maximum and a 
much higher minimum, thereby arbitrarily misleading us as to the real 
severity of the problem being considered at this round table. 

II. In general, “real” or “commodity” incomes of factory workers 
fluctuate much less violently than do their money incomes. In most (but 
not all) business cycles, living costs have shown a considerable, even though 
laggard, response to the state of general economic conditions. It is true 
that since 1922 advances and declines in the cost of living have been slight 
and sluggish in comparison with those of 1919, 1920, and 1921. But 
even though these changes during the last half of the post-bellum period 
have been less pronounced than usual, whereas those during the first half 
were more pronounced, it is true, in general, that cycles of living costs 
cannot be ignored. It is usually necessary to ‘deflate’ or adjust the index 
of money incomes with the aid of living-cost data before we can effectively 
observe the effect of the business cycles upon the buying power of labor. 

The only method yet at our disposal for such adjustment, in a manner 
which will yield even approximately satisfactory results, is to divide the 
money income index each month by an index of the money-cost of living in 
that month. Having done this, we find that the true shrinkage in buying 
power between the high of 1920 and the low of 1922 was much smaller 
than that already noted from the money-income index. The maximum 
shown by this method fell in March, 1920 (117 per cent of the 1919-1922 
average), the minimum in July, 1921 (83). In other words, the shrinkage 
in real buying power was only 34 points, as compared with 54 points in 
money income (132 down to 78). But the industrial recession of 1923- 
1924 led to a shrinkage of 27 points in real income (129 down to 102), 
which is almost the same as that in money incomes (118 down to 93). 

III. Fluctuations in factory workers’ incomes are an important factor 
in cycles of retail trade, and indirectly of wholesale trade and industrial 
activity itself. On a priori grounds, so large a group of consumers as the 
factory population, numbering nearly ten million persons, earning about 
ten billion dollars, and supporting perhaps thirty-five million dependents, 
must influence trade in many lines of consumers’ goods. When their buy- 
ing operations increase in response to the enlarged incomes prevailing dur- 
ing busy times, or decrease during depressions, tradesmen will obviously 
be affected. It is almost equally clear that these fluctuations must spread to 
include the wholesale trades and beyond them the very industries which em- 
ploy the factory workers and supply the trades with goods. 

It is possible to go a step further, and demonstrate from statistical evi- 
dence that a close relationship prevails between the indexes of money and 
real incomes on the one hand and the available indexes of Persons, show- 
ing the money volume and physical volume of trade. Few realize the ex- 
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tent to which this statistical relationship’ verifies the priori case on the 


point now in question. But a rapidly growing number of business and in- 
dustrial leaders are coming to sense the situation. Through trade associa- 
tions they are likely to act collectively to mitigate the problem in various 
ways which are open to then \nd individual entrepreneurs are finding at 
their disposal numerous devices for promoting stability by purely managerial 
action. There is little doubt that production and employment, cyclical as 
well as seasonal, can be more nearly stabilized than has generaly been 
considered possible. More widespre ad adoption of stabilization devices by 
individual employers is being ata sated and actively supported by several 


powerful organizations, governmental and private. 

IV. No measure for applying a “sliding scale” to wage rates should 
be formulated until better evidence is available. In this country, as in 
practically all others, altogether too little is known of the past and present 
relationship between wage rates in different industries, labor markets, 
occupational groups, skill groups, and so on, to afford a sound basis for 
acitvely controlling their future relationships. Bowley and Hilton have 
shown that in England it is practicable to construct index numbers of the 
wage rate. Why then is it not possible in this country? It is anomalous 
that among our numerous American indexes there is none showing the 
changes even in general labor costs. We need not only a more thorough- 
going economic analysis of the probable long-run effects of a sliding-scale 
regime, but also publicly available composite data on the cost of labor in 
various steps of manufacture and on the changing profit margin, both 
classified by industry. 

Although, in the judgment of the writer, the sliding scale offers much 
promise as a stabilizer of business and welfare, no true friend of stabili- 
zation will advocate its adoption yet. Greater activity on the part of trade 
associations and official bureaus of labor statistics along statistical, fact- 
finding lines is essential before advocating the installation of such a scale, 
or even estimating the extent to which it would probably be found effective. 


ECONOMIC PROBLEMS INVOLVED IN THE PAYMENT OF 
INTERNATIONAL DEBTS 


H. G. Movutton, Chairman 


The chairman regards it as unnecessary to make any extended remarks 
upon the subject under discussion, but a few general comments are per- 
haps desirable. It is a matter of genuine regret that I am forced first 
of all to correct once more a misstatement of my position on the whole 
problem of an export surplus. Mr. Angell’s statement of my position, 
as given in his paper, is so inaccurate and inadequate as to be quite in- 
explicable, particularly in view of the quotations from “Germany's Capacity 
to Pay” and “The Reparation Plan” which I reproduced in my article in 
the December issue of the American Economic Review. 

The really interesting feature of this discussion—formal and informal— 
is the progress that has been made during the last two or three years 
toward an understanding of the complexity of the problem. For example, 
while Mr. Viner begins his discussion by emphasizing the great signifi- 


*For a brief treatment see Berridge, Winslow, and Flinn, Purchasing Power of 
the Consumer (Shaw, 1924), p. 62 
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cance of the classical theory of international payments, when he gets 
to the end ef his paper he no longer concludes that depreciating exchanges 
will necessarily result in developing automatically an export surplus of 
large dimensions. He now concedes that the theory may sometimes be 
of limited applicability. He still insists, however, that some of us have 
not given adequate attention to the classical theory of international pay- 
ments and that this has led us to erroneous conclusions. Now the group 
of students to which Mr. Viner belongs have heretofore not only given 
adequate attention to the theory, but they have given it exclusive attention, 
ignoring almost entirely the other controlling factors in the situation. It 
is such single-minded devotion to the doctrine that has led this group of 
writers to contend that the measure of capacity to pay is the full excess 
of production over necessary consumption, and that once the process of 
payments is begun by depreciating the exchanges the export surplus prob- 
lem will take care of itself." According to this doctrine it is merely 
necessary to fix a sum less than the excess of production over consumption 
and then set in motion the machinery for developing the export surplus by 
beginning the process of making payments through selling exchange. 

Now this was precisely the principle that was followed with Germany 
prior to the establishment of the Dawes Plan. In May, 1921, a schedule of 
annual payments to be required from Germany was definitely fixed at the 
rate of 2 billion gold marks a year, plus 26 per cent of exports, making 
the total at the time a little more than 3 billion marks. For the first half 
year, beginning July 1, 1921, the 26 per cent provision was, however, not 
applicable, so that only 1 billion gold marks was involved. The full sums 
required were considerably less than the total excess of German production 
over consumption. What happened? 

A payment of 150 millions was required in July 1921, and one of 850 
millions in September. These payments were met. The German exchange 
rates moved as follows: 


rr Tre 1.69 cents 


During 1922 payments were not up to schedule and the sums actually 
transferred were considerably less than those required under the Dawes 
Plan. Thus for the whole period 1921-1922 the sums transferred were 
considerably less than those that will eventually be required under the 
Dawes Plan. During this period no export surplus developed, but on the 
other hand the pressure for payments resulted in a complete disorganiza- 
tion of the entire financial and economic system of Germany. This oc- 
curred, it should be noted, even before the occupation of the Ruhr, which 
did not begin until January, 1923. While it is true that there were other 
factors in the German situation, such as an unbalanced budget, that con- 


*An exception must be made for Professor Taussig who has all along been very 
guarded in his statements on the subject. 
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tributed to the exchange and currency demoralization, all European stu- 
dents are agreed that the pressure for foreign payments, when there was 


no export surplus available, was a primary cause of the collapse that 
ensued. It is, moreover, the result of German, Austrian, Hungarian and other 
experience that has led such sound economic students as Salter, Rist, Stamp, 


and others to conclude that stability of the exchanges is of paramount im- 
portance. 

It is obviously true that a depreciation of exchanges will have a ten- 
dency to stimulate exports relatively to imports—for a time. This ten- 
dency I have never denied, nor even questioned. What I have denied is 
that this is either the end of the story or the primary consideration in- 
volved. Depreciating exchanges will stimulate exports only so long as 
there is a lag in internal price adjustments; and post-war European ex- 
perience, as Mr. Pasvolsky’s paper shows, indicates that when there is 
heavy pressure for foreign payments the period of stimulation does not 
last long. Whether this stimulus—while it operates—will lead to a large 
excess of exports depends upon a complex of factors, varying in countries 
of differing economic organization. 

The fundamental error of those who have set this theory up as adequate 
to any and all occasions is in assuming that other things remain equal while 
the stimulus to exports is occurring. The truth of the matter is that 
the trade tendency is by no means the only tendency that is set in opera- 
tion by means of exchange depreciation. The exchanges, the currency, and 
the budget, as it has been pointed out in the Institute’s studies of Germany, 
Russia, and France, are closely interrelated phenomena. If pressure for 
external payments continues to be exerted when there is no favorable 
balance of accounts, the other tendencies shortly engulf the trade tendency 
and lead to the disorganization of the entire financial and economic system 
of the country. If we start with a nation on a gold standard, large pay- 
ments—in the absence of a favorable balance of trade and services—will 
quickly result in moderate depreciation of the exchange. Continued pres- 
sure for payments thereafter will quickly convert moderate depreciation 
into violent depreciation. Violent depreciation shortly leads to general 
financial collapse. This has been the cycle of events in numerous European 
countries since the war 

Those who give ‘adequate attention” to the classical theory also tend 
to ignore differences between present war debts problem and those arising in 
normal times as a result of ordinary commercial operations. The accumula- 
tion of pre-war commercial debts was accompanied by an expansion of the 
producing capacity of the borrowing country, but the present reparation 
obligations and war debts did not accrue from productive operations. On 
the contrary, the creation of these debts was accompanied by a great re- 
duction in the economic power of the borrowing nations. Those who base 
present expectations upon pre-war analogies of commercial debts completely 
ignore this fact, as well as the quantitative issues involved. The case 
of the French indemnity of 1871 proves comparatively little in this con- 
nection, since approximately 90 per cent of the total payments were effected 
by the sacrifice of French foreign investments. 


‘For a full discussion of the Indemnity of 1871 see Germany’s Capacity to Pay, 
Chapter VII. 
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Jacos Viner.—The topic assigned to me is the mechanism of transfer 
of international debt payments, and I will make it my special concern to 
bring out the significance for this problem of the classical theory of the 
mechanism of international payments. In so far as the transfer mechanism 
is concerned, there is no difference, if the payments arise out of what 
are either temporarily or permanently one-sided transactions, whether 
they be made as reparations, as repayments of previous borrowings, or in 
making new investments abroad. Some discussions of reparations and in- 
ter-allied debts have suffered conspicuously from inadequate use or in- 
adequate command of the classical theory of the mechanism of inter- 
national trade, but its possibilities for this problem have been fully and 
expertly exploited by others. Under the circumstances, therefore, my 
main task must be not to present novel doctrines, but to discuss the signifi- 
cance of the authoritative doctrine for the problem before us. 

The classical explanations of the mechanism of adjustment of interna- 
tional trade balances to disturbing one-sided factors have been described— 
and condemned—as maintaining that the process of adjustment is “auto- 
matic.” The description is accurate, but there are two types of classical 
theory of the mechanism of international payments for which ‘“‘automatic’’ 
has widely divergent meaning. Ricardo presented a version of the theory 
according to which the process of adjustment of international balances 
to disturbing factors, other than those arising out of a depreciating currency, 
was automatic in the strictest sense, and was effected without mechanism, 
without gold movements, without prior variations in the exchange rates, 
without changes in relative price levels. According to Ricardo when a new 
disturbing factor such as the initiation of debt payments requires an ad- 


justment of the trade balance, this adjustment is automatically, immedi- 


ately, and accurately brought about by a shift in the relative demands of 
the two countries for each other’s products. The dominant theory since 
Ricardo’s day, though often erroneously attributed to him, maintains on 
the contrary that there is a complex mechanism of adjustment involving, 
under the gold standard, fluctuations in exchange rates, gold movements, 
and changes in relative price levels. It appears to have been originated 
by Henry Thornton in 1802, but John Stuart Mill, and later Taussig, have 
been mainly responsible for its elaboration and for its wide acceptance 
among trained economists. Followers of the Ricardian version have been 
few: Bastable, hesitatingly.; Hollander, with emendations; J. S. Nicholson; 
and perhaps one or two others. The Thornton-Mill-Taussig version has 
its critics, but if the Ricardian theory be excepted, there is no rival positive 
theory that I know of. The Thornton version is also a theory of auto- 
matic adjustment, but in a different sense. According to this theory the 
adjustment is not immediate and frictionless, and is automatic only in the 
sense that it results from the unorganized actions of individuals under the 
stimulus of self-interest and without the need of governmental direction 
or manipulation. The theory does not necessarily imply perfect smooth- 
ness of operation of the process, though it may be true that here as else- 
where in classical economics, inadequate attention was given to the causes 
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or the importance of friction, or to the possibilities of improvement of the 
process through governmental manipulation thereof. It should be noted, 
however, that the Thornton-Mill theory is primarily an explanation of the 
complicated process by which the inertia and friction disregarded by 
Ricardo are overc 

Under the gold standard, tl Thornton-Mill theory would maintain 
that the process of transfer of, let us say, British debt payments to the 
United States, would be as follows: an initial purchase of exchange on the 
United States by the British Government which, in the presumed absence 
of offsetting demand for London exchange by Americans, would force ex- 
change on America above mint parity and, if the purchase was substantial, 
would raise it to the British gold export point. Gold would move to the 
United States, British prices would fall, American prices would rise. 
British exports to the United States would rise relative to British imports 
from the United States, and a continuing British export balance would 
be established which would provide British credits in the United States 
against which to charge the annual British debits on war debt account. 


Gold movements from Great Britain to the United States and the shift 
in price levels would persist until there had developed an annual British 
export-surplus equal to the annual debt charge, when, subject to certain 
minor qualifications which need not here be developed, gold movements in 
either direction would cease and prices in the two countries would be sta- 
bilized at their new relative levels during the continuance of the debt 
payments. 


In recent years, and as the result of inductive investigations, the theory 
has been somewhat modified in detail to take account of the development 
of deposit banking. It is now agreed that the rise in prices in the creditor 
country will be immediately due to a rise in bank deposits rather than to 


an increase in gold, but there is at least the semblance of disagreement 


among theorists as to whether the increase in deposits is the result of the 


import of gold or is prior to it and is what makes the gold import necessary. 
The latter is certainly conceivable. If England is to pay the United 
States £10,000,000 in London on February 1, the American government 


may on January | borrow $50,000,000 from American banks in the form 
of a created deposit in anticipation of its repayment from the English 
£10,000,000 when received. If it were a transaction between private 
individuals, the American might discount at his bank on January 1, 
a draft on an English debtor which would be due in London only on 
February 1. In either case deposits in the United States would rise prior 
to the import of gold, and the gold import would support an increase in 
deposits and prices which had already occurred rather than initiate the 
increase. I doubt, however, whether such procedure is the general rule 
or even frequent, and I am not impressed by the degree of success of the 
attempt in the recent study of the National Industrial Conference Board’ 
to squeeze an inductive verification of this theory, with its minimization 
*“The Inter-Ally Debts and the United States,” 1925, ch. V. 
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of the role played by gold movements, out of the few statistical investi- 
gations of the general problem which have been made. I speak in ignor- 
ance of the facts, which may explain my reluctance to accept this hypothe- 
sis. But it is my impression that in general the proceeds of large 
borrowings abroad, whether public or private, become available more 
rapidly than provision has been made for their utilization, with the con- 
sequence that instead of their being drawn upon in advance and thus 
swelling the created deposits of the borrowing country, they influence de- 
posits only as they become actually available as gold or sight drafts on 
foreign banks and therefore 2s cash deposits. Under either hypothesis, 
however, the gold imports are necessary for the continued maintainance 
of the new price level. 

Recent attempts to stress the significance of variations in the exchanges 
under the gold standard as an important part of the mechanism of ad- 
justment of trade balances to disturbing factors can readily be disposed 
of when the amounts to be transferred are large by pointing to the high 
degree of improbability that exchange variations within the narrow limits 
set by the gold points could cause substantial shifts in the currents of 
trade. That a debtor country can make final payments only through an 
excess of its exports over its imports is a commonplace of the theory of 
international trade, and the so-called legal payment, as distinguished 
from the economic or real payment, is merely a mode of temporarily post- 
poning payment which cannot be of much avail when the debit obligations 
already extend almost to eternity. It is probably true that the payments 
of the Allied debts to the United States must in the main be effected by 
commodity export balances, but I think that in recent discussions the 
possibilities of substantial payments in the form of services have been 
unduly minimized. The inductive investigations of past experiences, whose 
bearing on the present problem it is easy to exaggerate, dealt in the main 
with the mechanism of transfer of British capital to countries with rela- 
tively small purchasing power for foreign services and especially luxury 
services. As between the United States and England at the present time, 
however, a substantial shift in relative price levels could conceivably 
bring about a heavy decline in American exports of services, especially 
shipping, and a substantial increase in the sales of British services, es- 
pecially shipping, tourist, and insurance, to Americans. I can see no 
reason for assurance, either on a priori reasoning or on the strength of 
the inductive studies of past experiences which have been made, that 
England will not make her payments in great degree through exports of 
services, and this applies also to France and to Italy, though perhaps in 
less degree. This is likely to be fostered by the fact that against the 
import of services there is in the United States and in other countries no 
prohibitive tariff. 

The transfer mechanism cannot be depended upon under all circum- 
stances to accomplish the payments without a breakdown. Foreign tariffs 
lower the average price at which a given quantity of the debtor country’s 
goods can be sold, and therefore increase the physical quantity of exports 
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necessary to liquidate a given additional monetary obligation. If a coun- 
try has a restricted range of products and if the foreign demand for its 
major export products is inelastic, this also operates to increase the 
physical volume of exports necessary to liquidate a given monetary obli- 
gation. Some degree of escape from these obstacles to payment will 
ordinarily be possible through a restriction in imports, but if to these ad 
verse factors there be added an inelastic demand on its part for foreign 
products, the debt ountry’s ability to make payments is further re 
stricted, and an attempt to meet its obligations on a large scale is liable 
to result in a serious drain on its gold reserves, a marked fall in its price 
level, and a financial crisis. The standard expositions of the classical 
theory always take for granted that the payments to be made are not 
great enough, or the presence of these unfavorable factors not marked 
enough, seriously to impede the smooth working of the normal process 
of transfer, but the present situation, especially in connection with the 
German reparations payments, may possibly call for payments greater 
than this mechar in handle. In any case, the full execution of the 
steps necessary in order that an adequate export surplus be developed, and 
especially the shift in pr levels and the response of production and 
trade to the cha in price levels, requires considerable time. Where 
the payments to be made are substantial in amount, it is urgent, therefore, 
that the payments ld be gradually and slowly scaled up to the maximum 
annual quota, in order that there may be adequate time for the processes 


of adjustment to work themselves out. 

If the payments are to be made by governments, it is particularly ur 
gent that the schedule of payments be flexible. In private transactions, 
when conditions are temporarily such as to make payments exceptionally 
difficult, the debtor with good credit can ordinarily readily secure consent 
to postponement of his payments. With governments the situation is 
somewhat different. Their obligations are generally more rigid as to 
due date, and the securing of consent to extension of time for payment 
is likely to be a matter of tedious and difficult negotiation with adverse 
publicity and serious damage to the credit and prestige of the debtor gov- 
ernment. In any program of intergovernmental debt payments it is im- 
portant, therefore, that there be potential elasticity in the schedule of 
payments. On the other hand if payments are really desired by the 
creditor countries, this elasticity must not take the extreme form, which 
it does in the so-called Dawes Plan, of stopping the process of payment 
the moment the phenomena necessarily accompanying it (namely, a fall in 
the exchange rate of the debtor country below mint parity and a loss of 


gold) make their appearance 


The classical theory implicitly takes for granted the possession by the 
debtor of basic capacity to pay, and does not expressly deal with this 
phase of the problem of international payments. It is obvious that even the 
most perfect of mechanisms will not transfer what is not there to be 
transferred. In the case of government obligations there may be incapacity 
to pay on the part of the government even though there is ample capacity 
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to pay on the part of the community as a whole. The more moderate 
the amounts to be paid in relation to the budget of the government and to 
the wealth of the debtor country, and the more elastic the schedule of 
time-payments, the less likely are the internal obstacles to payment to 
interfere with the successful operation of the transfer mechanism. The 
external and internal phases of the problem of international payments are 
parts of a closely-knit whole, and a full treatment of the problem must 
consider the reactions upon each other of the two phases. 

It has been assumed so far that the gold standard is operative in both 
debtor and creditor countries. Under an inconvertible paper standard, 
there are important differences in mechanism. Variations in the exchange 
rates must now do all the work which under the gold standard is done 
by such variations plus gold movements and changes in price levels. The 
absence under the paper standard of limits to the variations in the ex- 
changes gives to these variations a greater potentiality in affecting 
the course of trade than they have under the gold standard, and makes 
possible, therefore, at least as smooth a functioning of the transfer me- 
chanism as under the gold standard. In the authoritative expositions 
of the mechanism of international payments under the paper standard 
much stress—in my opinion, overmuch stress—is put on the move- 
ments of internal price levels in the countries concerned. Under the pa- 
per standard price levels are too much subject to influence by factors ex- 
traneous to the international payments to permit assurance that they will 
be appreciably under the control of such payments, and in any case move- 
ments in price levels are not necessary under the paper standard for the effec- 
tive operation of the transfer mechanism. All that is necessary, for instance, 
if France with her paper franc is to make payments to the United States 
(it being assumed in the usual manner that there are no internal obstacles 
to payment), is that payments be initiated by France through continuing 
purchase of American exchange at whatever rates in French currency at 
which it may be available, transfer to the United States of these pur- 
chases, and a consequent rise in American dollar exchange in terms of 
francs such as to make American goods dearer to Frenchmen relative to 
the prices at which French goods can be bought, and French goods cheaper 
to Americans relative to the prices at which American goods can be pur- 
chased, than they were in each case prior to the rise in American exchange. 
Under the paper standard, unlike the gold standard, the process of transfer 
of payments from France to the United States may be operating effectively 
regardless of how, or in what direction, price levels in the two countries 
are moving relative to each other. 

It is important, however, to distinguish between the several types of ex- 
change depreciation. There is often a serious failure to distinguish between 
(a) a depreciation, say of French exchange, which is the consequence of 
French currency inflation and the resultant impairment of its internal pur- 
chasing power, and (b) a depreciation of French exchange which is due to an 
adverse balance of payments resulting from the initiation of debt pay- 
ment, and is over and above any depreciation resulting from a decline in 
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internal purchasing power. It is only the latter type of depreciation 
which is an essential phase of the mechanism of international payments 
under the paper standard and which contributes to the effectiveness of 
that mechanism. Citations of the failure of Germany after the Peace 
Treaty to develop an export surplus in spite of the depreciation of Ger- 


man exchange as casting doubt on the validity of the classical theory or 
on the effectiveness of the mechanism it describes are therefore beside the 
point if the depreciation of the German exchange was due primarily to the 
German currency situation and not to German attempts to initiate repara- 


tions payments. Three things are necessary, if payments in kind are disre- 
garded, for the genuine transfer of payments under the paper standard. 
First ,the liquidation of any immediate debit balance of international obliga- 
tions on other than reparations account; second, the initiation of reparations 
payments through exchange of the debtor country’s currency for foreign 
currency, and the handing over of the proceeds to the foreign creditor; 
and third, a resulting depreciation of exchange on the debtor country over 
and above that which is due to internal inflation. It does not appear that all 
of these steps had been accomplished by Germany during the period when its 
failure to pay reparations was heralded as a disproof of the classical 
theory. In this connection it may also be pointed out that the notion 
that the subsidizing of exports, whether by dumping, bounties, preferential 
railroad rates, or whatever method, is according to the classical theory 
conducive to the development of an export surplus is erroneous. This is 
a mercantilistic notion, and one of the original objects of the classical theory 
was to demonstrate its fallaciousness. Subsidizing exports stimulates ex- 
ports, it is true, but it also stimulates imports in like degree. The only 
methods according to the classical theory of developing an export surplus 
are to lend, give away, or destroy the proceeds from export sales, or to 
redeem outstanding foreign obligations with them. The only way to 
develop an export surplus out of which reparations or debts can be paid, 
is to start paying the reparations or debts. The first payment must pre- 
cede the first export surplus. 

The confusion between the two basic types of exchange—depreciation 
has unfortunately been added to by the purchasing parity theory of the 
exchanges and by the discovery of the phenomenon of so-called “exchange- 
dumping.” The purchasing parity theory as presented originally by 
Cassel completely overlooked both that type of depreciation which is an 
essential part of the mechanism of international payments and also the 
phenomenon which gives rise to exchange dumping, and explained varia- 
tions in the rate of exchange between two currencies as being due wholly 
to and accurately measuring the variations in their relative internal pur- 
chasing powers. As Cassel later modified the theory to take into account 
these and other overlooked factors, nothing novel remains of it except its 
name, but that is still doing damage to clarity of thought. Exchange 
dumping, on the other hand, is the name which has somewhat inappro- 
priately been applied to the stimulus to exports which results from the 
apparently well-authenticated fact that when a currency is depreciating 
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owing to progressive inflation, the rate of depreciation is more rapid in 
its external than in its internal purchasing-power. The classical econ- 
omists described this—or a closely similar—phenomenon, in connection 
with the method whereby the products of gold mines were distributec 
through the world, but they never identified it with the type of depre- 
ciation in the exchange value of a currency which is a phase of their 
mechanism of international payments. In discussing international pay- 
ments, such as loans or subsidies, they assumed that the currency was not 
being tampered with, and thus excluded the phenomenon of exchange 
dumping. It may be pointed out that exchange-dumping is a temporary 
phenomenon, disappearing when expansion of the currency ceases, whereas 
the stimulus to exports from the relative depreciation of the exchange of 
a debtor country is a continuing phenomenon, lasting as long as the proc- 
ess of debt payment continues, and irrespective of whether its price level 
is rising, is falling, or is stationary. 

The classical theory of the mechanism of international trade has with- 
stood surprisingly well the searching examination to which it has been 
subjected in recent years, and its main framework, if not all of its de- 
tails, stands intact. To some the theory seems to be too closely bound 
up with the quantity theory of money, but all that it assumes under the 
gold standard is that price levels tend to move in the same direction, 
though not necessarily in the same degree, as supplies of gold, so that a 
transfer of gold between two countries will tend to result in a relative 
shift in prices, corresponding in direction to the direction of the gold move- 
ment. Until the theory is demonstrated to be unsound, it must be dealt 
with in any comprehensive treatment of the problem of international 
payments. 


Avexanper D. Noyes.—There is not much that I can add, from the 
purely economic viewpoint, to the discussion of this question which we 
have already heard. I wish, however, to refer briefly to three phases of 
the problem of European indebtedness, European trade revival, and Euro- 
pean payments, in the light of practical experience rather than economic 
theory. If the view taken of this question by practical bankers and in- 
vestors in this country, as exemplified in their own credit operations, 
were to be summed up, it would present itself in three underlying assump- 
tions, all of which have found abundant justification in the world’s pre- 
vious financial and industrial history. They are as follows: 

First, the solution of a seemingly insoluble economic problem is almost 
always effected in different ways from what had been anticipated. 

Second, the expansion of world trade after a great war, including the 
exports and imports both of belligerents and non-belligerents, has always 
surpassed all previous experience, and has always pursued in some re- 
spects new and unexpected lines. 

Third, the power of international capital to accomplish the seemingly 


impossible in economic readjustment has repeatedly been demonstrated in 
financial history. 
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It ought never to | verlooked, when doubt and perplexity arise over 
the possibility of such financial and industrial recovery as should put the 
recent European belligerents in a position to meet their enormous war 
liabilities, that the similar problem which confronted the United States 


at the outbreak of the war in 1914 was even more formidable. What 
subsequently happened would have been pronounced economically impossible 
by nine out of ten among experienced business men and trained economists. 


That our country, then so greatly indebted to Europe that we were forced 
to close our markets against the return of our own securities during the 
first four months of war ould have repurchased in the course of the 
next four years $2,000,000,000 of American securities and could at the 


same time have subscribed to upwards of $1,000,000,000 in new European 
bonds, would in 1914 have been deemed incredible. It might indeed have 


been demonstrated at the time that the thing could not take place. When, 
in addition to this, our war-time experience showed that the nation, in- 
stead of being exhausted by that prodigious financial effort, was to be left 


the richest country in the world, holding in its bank reserves one-half 
of the whole world’s gold instead of one-quarter as in 1914, the all but 
paradoxical character of the achievement must be evident. 

It is entirely true that the unexampled war-time demand for our prod- 
ucts by foreign countries played an essential part in these remarkable 
results. But even so, the productive power which made possible the 
meeting of such demands was scarcely imagined in 1914, and we may 
have similar surprises ahead of us in the production of Europe. It is in 
the light of this achievement of our own that the problems which con- 
front both the United States and the lately belligerent European states 
must be considered. The admitted crux of the problem has all along been 
the fact that, whereas England after 1815, when that country had become 
the creditor nation of the world, was in need of raw materials and food 
which it imported in unprecedented quantity while developing its manu- 
factured exports, the United States after 1918 was itself the chief pur- 
veyor of such raw materials and food in the export market. It seemed, 
therefore, as if our enormous export balance in foreign trade was bound 
to continue indefinite] [It appeared impossible to discover how the 
European nations could pay their war indebtedness to us in merchandise. 

Yet what has happened between 1918 and 1926 has been quite as con- 
trary to our own previous experience as were the events of the war itself. 
Our purchase of new European securities, our direct investment in foreign 


industry, our loans on the European open money market, have not only 
marked the complete reversal of the pre-war situation, but have reached pro- 
portions equal to the development of our international credit balance. The 
larger possibilities involved in this movement were shown even in 1919, 
when, notwithstanding the greatest surplus of merchandise exports on the 


country’s record, the United States was a larger exporter of gold. It 
was equally shown by the fact that, according to the computations of the 
Department of Commerce, the entire body of transactions between the 
United States and foreign countries during 1923, notwithstanding $388,- 
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000,000 surplus of merchandise exports, left the United States with a 
net debit of $116,000,000 for the twelve months and that in 1924, although 
the merchandise export balance had risen to $970,000,000, the net credit 
on all accounts was only $4,000,000. 

What future possibilities exist in the way of reversion by the United 
States to an import-surplus rather than an export-surplus country, may be 
judged even from current foreign trade returns. The year 1925 was a 
period in which, for particular and unusual reasons, our export of wheat 
and cotton reached exceptionally high values, bringing our total export 
trade for the calendar year $2,423,000,000 above 1913. Yet our imports 
in 1925 were $2,432,000,000 greater than those of 1913, and our mer- 
chandise export surplus, therefore, actually less than that of the pre-war 


year. 


James W. AnGett.—There are two questions about which I wish to 
speak. One is the relation of present and future American foreign loans 
to our receipt of debt payments from abroad, on both private and public 
accounts. The other, for which a few words must suffice, is the prospective 
situation of the European countries, especially Germany. I shall take up 
the two questions in order. 

Consider first the volume of payments of all sorts due to the United 
States. They are of two principal types: those accruing to the govern- 
ment, and those due to private investors. The receipts arising from ex- 
tant settlements of debts due the American government amounted in 1924 
to $182,500,000, including payments on both interest and principal ac- 
counts. For the present year they will be a little larger, and beginning 
in 1927 will be augmented by nearly $24,000,000 a year from receipts 
under the Dawes Plan.’ From 1927 until 1933 they will thus amount to 
over $200,000,000 a year at the least, and will then increase to about 
$280,000,000* as higher rates of interest are applied. These sums cover 
payments from all important debtors of the United States government 
except France.’ What the final arrangement with France will be is of 
course problematical. The maximum French offer in October called for 
payments working up to $100,000,000 annually at the end of twelve years. 
Application of the same terms as those made with England would instead 
yield a maximum of $160,000,000, but the American commissioners have 
offered to accept $40,000,000 a year for the first five years. Suppose 
that an arrangement is concluded on this basis, with the rate of payment 
then increasing by degrees to $100,000,000. ‘The American government 
would then be receiving, altogether, roughly $250,000,000 a year for the 
next five years, and thereafter amounts which would increase to a figure 
in excess of $375,000,000 annually. 

*$10,750,000 a year for war damages, and $13,050,000 a year for costs of the army 
of occupation. 

"After 1945, $272,000,000. The second group of charges on Germany runs for 
a limited period only. 

*And the debt from Russia, presumably worthless. It amounted at the of 1923 
to $241,000,000. 
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Large as this sum is, however, the amount due to American private in- 
vestors is even larger. In 1924 it came to $441,000,000, and for the pres- 
ent year will not be far from $500,000,000. As long as the foreign in- 
vestments of the United States continue to grow, it will of course increase. 
Against it, how r, is to be set the sums due from the United States as 
interest and profits and amortization payments on foreign investment 
in this country n 1924 that item amounted to $150,000,000, and will 
be distinctly larger in the present year. Our net receipts, of interest and 
profits payments in the private investment account, were therefore only 
$291,000,000 in 1924, and will not be much over $325,000,000 for 1925 
In the next few years the item will probably not vary much from the 
latter figure. Taken together with the payments due the government, 
this means that the American people as a whole will have received sub 
stantially $500,000,000 from foreign countries in 1925, and will receive 
close to $575,000,0 1 year for the next five years. 

Bearing these last two figures in mind, turn now to the other side of the 
account, the flotaton of foreign loans in this country, and other exports of 
American capital. In 1924 the export of capital arising from new foreign 
loans floated here, exclusive of refunding, amounted to $795,000,000, and 


the purchase of other securities to $114,000,000—say a little over 
$900,000,000 all told.” For the present year the nominal value of new 
loans floated will be close to $1,100,000,000,’ and the sum actually trans- 
ferred something under $1,000,000,000. No estimates are yet available 
for capital exports taking other forms, but to judge from previous years 
the figure will be between $100,000,000 and $125,000,000 at the least, thus 
making the gross actual exportation of capital for the year about $1,100,- 
000,000." Against this, however, is to be set the large sales of American 
securities to foreigners. In the last three years these sales have averaged 
over $300,000,000 a year 

If we now total up all of these various figures and estimates bearing 
on the movement of capital to and from the United States, we come out 
surprisingly near a balance. In 1924 the net export of capital, so far as 
the figures are accurate, was only $63,000,000; and in the previous year 
there was a large net import, of $507,000,000. For 1925 complete figures 
are not yet available, but it seems unlikely that the net export will exceed 
$200,000,000, or at most $225,000,000.* 

*These figures are smaller than the total par value of the issues, because many 


issues were floated below par and because of commissions. The average deduction 
in 1924 works out around 10 per cent. 


"Based on the records, to December 18, 1925, kept by the Federal Reserve Bank 
of New York. 
*These estimates also entirely omit changes in current bankers’ here and abroad, 


and in other short-time balances. For them there are absolutely no comprehensive 
data. 


‘The official Department of Commerce figures will be available shortly after these 
observations appear in print, so that it is beside the point to make detailed com- 
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These data have a twofold significance. In the first place, they make 
it clear that at the present time the very large annual volume of debt pay- 
ments to the United States, on private and governmental accounts, is being 
more than offset by the investment of new American capital abroad. In 
consequence, the net effects of the debt payments on general economic 
conditions within the United States are as yet almost negligible, and on 
fiscal conditions not very marked. In the second place, however, there is 
every prospect that this situation will change in the near future. The 
longer the present extraordinary foreign investment boom in the United 
States continues, the larger will the return flow of interest and profits and 
amortization payments become. Moreover, after 1932 the volume of pay- 
ments made to the American government by foreign governments will in- 
crease very heavily relative to its present size, probably by over $100,000,- 
000 a year at the least. On the other hand, it is extremely unlikely that the 
flood of new foreign investment will long maintain its present volume. Nearly 
half of the new investment of the last two years has been made in Europe.’ 
It requires no demonstration that this latter situation—the flow of capital 
from the United States to Europe on a large scale—is abnormal. It is 
the product of the economic devastation wrought by the war and post-war 


putations. To provide a basis for discussion, however, the following estimates are 
suggested for 1925, in millions of dollars: 


Credit Debit 


To U. S. private investors "Yj 
To foreign investors FY pees 150 
Export of new capital from{U.'S, ....  1,000-1,100 
Sale of U. S. securities abroad 
Totals 1,013 1,150-1,250 


*The following table indicates the position of American investments abroad in 
1924 and 1925, in millions of dollars. To make them roughly comparable the 
figures given for annual new investments are those including refunding loans, since 
the data thus far available for 1925 do not distinguish between new and refunding 
operations. The figures for total investments outstanding in 1924 presumably 
include all forms of investment, but those for 1925 represent only the addition of 
investment in new securities, since estimates on other forms are not yet available. 
The Table therefore cannot stand close scrutiny, but does at least give some idea of 
the situation. 


Annual new investment Total invest- 

— ——j| ments out- 

| Government Private Total stan ding 

Region | 1924 | 1925 1924 | 1925 | 1924 | 1925 | 1924 | 1925 
Europe | $42) 411 40} 219, 1,900) 2,530 
Canada | 210) 150 46) 110, 256) 260, 2,460} 2,720 
Latin America | 159 154 48 69 207 223, 4,040) 4,263 
Asia and Oceania 118 81 16} 82 164 163, 690) 853 
Totals 1,059} 796 150} 480) 1,209} 1,276 9,090] 10,366 


The data for 1924 are taken from U. S. Department of Commerce Trade Infor- 
mation Bulletin N. $40. Estimates for 1925 taken from the records of the Federal 
Reserve Bank of New York; complete through Dec. 18, 1925. 
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probably within two or three years, the more press- 
new capital will have been met. American invest- 
ties and enterprises will then diminish rapidly, 
nimportant. The net movement of cap- 

| profits and new investment, private and govern- 


together, will then turn increasingly towards the 
iway from it At a guess, this change will be- 
irs. And, after a somewhat greater interval, 


nee with it; we shall have a long period of 
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t ng that the flow of capital here will decline to 
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to our total outstanding foreign investments; 
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1 seem to argue that the latter group of investments, 
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ipital account so nearly offset one another that for 
the net balances one way or the other will be nearly 
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|, its size for many years to come will be too small 
Even were it to reach the sum of $200,000,000 
inlikely for at least eight or ten years, this figure 
present volume of bank deposits—too small to 
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of Germany, this is partly true of the European 
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reign payments and receipts of their governments 
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tries on private account is at present being more than offset by new in 
vestments received from abroad. But the crux of the situation in Europe 
lies in German reparations. If the expected annuities fail to be realized, 
both the domestic and the international financial position of the Allied 
countries will be thrown into severe confusion. Can Germany pay? 

On this long-debated question there are two distinct schools of thought, 
and several subdivisions within each. At one extreme is a school, headed 
in the United States by the distinguished chairman of this round table, 
which calls attention to the essential dependence of German exportation 
upon prior importation, and concludes that no such surplus as the Dawes 
Plan contemplates can be acquired, unless by intolerable and_ self-des 
tructive sacrifices. It also stresses the difficulty of finding adequate 
foreign markets for any large export surplus.’ At the other extreme is a 
school which finds that the attempt to make a steady volume of payments 
abroad gives rise more or less automatically, granted appropriate monetary 
and budgetary precautions, to conditions which will make the desired 
transfers possible as a permanent thing. The latter doctrine seems to me 
substantially correct. I have already elaborated my own views else- 
where, but a brief recapitulation seems in order here. If an increase in 
the rate at which bills of exchange are withdrawn from the German mar 
ket by the Agent-General for Reparation Payments is allowed to have its 
normal effect, a corresponding contraction in German bank deposits must 
ensue, relative to the levels these deposits would otherwise have reached. 
If the contraction is on any large scale, prices must then be affected, and 
the familiar repercussions on the balance of trade will develop. To the 
argument that Germany can export only if she imports first, an at least 
partial answer—so far as the argument is based on a true conception of 
the situation—is that the “essential” German imports are largely raw 
materials, the exports manufactures. Each unit of such imports will there- 
fore be represented later by a much larger total money value of exporta- 
tion. An increase in exportation cannot be an unconditional gain, I grant, 
but it will surely provide a growing excess of exports over imports. As 
to the difficulty in finding foreign markets, the existence of the difficulty is 
undeniable, but the odds are all in Germany’s favor. With an aggregate 
price level lower than those elsewhere, and given time, a solution can be 
found. 

Finally, a certain amount of assistance can be derived from the sale 
of German securites abroad. But while this will help in particular years, 
its possible effect upon the credit side of the German ledger is limited. 
Germany does not need indefinite amounts of new capital from abroad, 
and within a few years at most her more pressing requirements will be 
filled. Moreover, the return movement of interest and profits has an un 
fortunate way of catching up with the inflow of new capital, and thus re 

*See H. G. Moulton, “War Debts and International Trade Theory”, American 


Economic Review (December, 1925), pp. 704-707. 
*See Foreign Affaire, October, 1925. 
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versing the direction of the net movement of capital.’ When that happens, 
the burden of the reparations payments will be thrown primarily upon 
the German balance trade alone. But there is every reason for thinking 
that a “favorable” balance can be acquired without undue sacrifice, and 


that the stipulated reparations can be paid. 


Groree W. Epwarps.—The leading movement in international finance 
during the past three years has been the settlement of the intergovernmenta! 
debts arising out of the Great War. These agreements have wrought a 
marked change in the general discussion concerning the obligations. Be 
fore their settlement, they were viewed mainly from the moral aspect, and 
bitter controversies were waged over such metaphysical questions as 
whether or not the creditor country was ethically justified in exacting re 
payment from a former associate in arms. The ethical aspect of the prob- 
lem of intergovernmental indebtedness has since been supplanted by the 
economic viewpoint, and attention is now being directed rather to such 
queries as the capacity of the debtor nation to make payments, and its 
ability to transfer these payments. 

Both questions may well be raised concerning all the existing intergovern 
mental debts, including those between the Allies and the United States and 
in turn those between Germany and the Allies. I shall, however, confine 
my remarks to the latter debt relationship, and, moreover, shall further 
limit my discussion to the external problem of transfer. The matter of 
Germany’s ability actually to accumulate the necessary funds at home is 
primarily an internal fiscal problem, too extensive to be considered in this 
paper, and so will be referred to only in so far as it affects the cost of pro- 
duction, hence Germany’s export ability and so relates directly to the trans- 
fer subject 


In brief, | wish to indicate certain difficulties in the operation of trans- 
ferring payments, and in view of these obstacles to suggest the direction 


of our investment policy in regard to Germany. 

In this country and abroad there is a difference of opinion as to the 
ability of debtor nations to transfer payments due on their external obli- 
gations.’ This divergence of view arises not so much over whether the obli- 
gations actually can be transferred, but rather as to the relative ease or 
difficulty with which this end may be accomplished. The argument of 
those who minimize the difficulties of transfer may be summarized in brief 
as follows. Transfers from the debtor to the creditor nation may in part 
be effected through the former's surplus export of goods and services over 

*American investment in German securities in 1925 totalled over $230,000,000, 
but even if this rate of new investment were kept up it would be offset by interest 
and profits payments, at present rates of interest, in ten or eleven years. There 
are no complete data on investmnt by other countries in Germany. 

*Professor Taussig in American Economic Review, Vol. X, No. 1, Supplement, pp. 
33-49; report of Stamp, Pirelli, and deChalendar, “Reparation Payment and Future 
International Trade,” issued by the International Chamber of Commerce, Paris, May, 
1925; Marold Moulton, American Economic Review, Vol. XV, No. 4, 700-716; 
Harold Moulton, Reparation Plan; Moulton and McGuire, Germany’s Capacity to 
Pay. 
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imports of goods and services. Such a surplus is created when the price 
level in the debtor country is normally lower than that prevailing abroad. 
However, in case of need, the price level in the debtor country, according 
to the classical theory of credit control, may be artificially regulated by an 
increase in the discount rate.’ The export surplus of the debtor country 
may also be artificially stimulated by a depreciation of its currency, which 
will encourage exports and discourage imports. Finally, it is held that 
an export surplus includes not only goods and services, but also capital 
as well, and that intergovernmental debts may in addition be settled by 
means of securities.” 

The general theory which subscribes to the effectiveness of a discount 
policy in controlling the volume and cost of credit, and so the level of 
prices, assumes an ideal state of an orderly money market such as may 
have existed in the leading financial centers before the war Whatever may 
have been the efficacy of the discount policy of central banks then, cer- 
tainly subsequent financial history fails to arouse confidence in its present 
power. In the first place, most of the money markets of the world con- 
tinue demoralized, and there is little prospect of an immediate return of 
conditions which would permit their regular functioning as before the 
war. The classical theory which accepts the effectiveness of the discount 
rate as a medium of credit control, overemphasizes the cost of money as 
an element in the total cost of production to the individual entrepreneur, 
and fails to give sufficient weight to other factors such as labor, taxation, 
and tariff charges. These factors have become of relatively greater im- 
portance particularly in the case of Germany. In that country, it would 
seem that the average production of the individual worker has declined, 
and so labor costs have increased proportionately. Also, government 
charges have become actually and proportionately heavier due to Ger- 
many’s foreign obligations, and due to the added burden of social legisla- 
tion enacted since 1918." For these reasons the cost of money has be- 
come relatively less significant in the total cost of production, and so is 
less important in influencing the decisions of merchants and manufacturers." 
Hence, it cannot well be relied upon as an effective influence governing 
business operations, controlling commodity prices, and so regulating the 
export surplus. 

Nor can the export surplus be long maintained by policies leading to the 
depreciation of the debtor’s currency. It is a well-recognized fact that 
in the initial stages of currency depreciation, the external value of the 
nation’s money declines more rapidly than the internal, and so foreign ex- 
change rates abroad fall faster than commodity prices at home. As a re- 
sult, a country with such depreciated money is a good place to buy from, 
but a poor place to sell in, and so exports are increased while imports de- 
cline. But this situation is only temporary, for the experiences of Russia, 

J. W. Angell, Foreign Affairs, October, 1925. 

*A. A. Young, Foreign Affairs, March, 1924. 


"Frankfurter Zeitung, June 29, 1925. 
‘Monthly Bulletin of Direction der Disconto Gesellechaft, Feb., 1925. 
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Austria, Germany, and now France clearly show that the domestic price 
level as calculated in depreciated money soon reaches the international 
level expressed in gold values and eventually exceeds it. Hence, in the 
long run, the policy of depreciating the currency of the debtor country di 
minishes rather than increased the export surplus. 

As stated before, it is sometimes held that international debts may be 
paid not only by a transfer of goods and services, but also by means of 


securities. ‘The weakness of this theory becomes clear, if the nature of 
a security transaction be analyzed. This security may take the form of 
a bond or of a proprietary interest. The former represents a promise to 
pay a fixed return to the creditor, while the latter expresses a claim to the 
profits of an enterpris The settlement of an intergovernmental debt 
by transferring securities may result in a change of the obligor, by substitu- 
ting industry in place of the government. Such transfer of securities from 
the debtor to the creditor country may also result in deferring the day 
of payment, but such postponement cannot continue ad infinitum. There 
fore, notwithstanding these changes as to parties and time, the obligation 
of the debtor country is no whit reduced but must eventually be paid.’ 

In general, the argument which minimizes the difficulties of the present 
transfer problem assumes a movement of international capital as occurred 
throughout the century preceding the war. Within this period, huge in 
ternational obligations were incurred largely by nations with rich and 
unexploited natural resources, and the funds thus obtained were applied 
chiefly to their development. However, the vast intergovernmental debts 
amassed since 1914 have been incurred largely for unproductive purposes 
as conducting war or paying the penalty of war in the form of reparations. 
Thus, unlike the present intergovernmental debts, the pre-war interna 
tional obligations possessed a certain degree of self-extinguishment in 


that they carried the means for their own amortization through bringing 
about increased production. Hence, argument by analogy in comparing 
the transferring ability of a pre-war debtor, as the United States, with 
that of a present obligor, as Germany, is not helpful because of these 
differences in the resources of the debtors and the purpose of the debts, 


in addition to the variations in their size and in the time of contraction 

It would therefore se that intergovernmental obligations can _ be 
settled by the debtor country only through developing an export surplus 
of goods and services. This end can be attained not by artificial methods 
of discount regulation or of currency depreciation, but rather by the natural 
economic force of a relatively lower price level in the debtor country 


as compared with that prevailing abroad. 

In view of these conclusions, what then should be the direction of 
American foreign investment policy? Our investments should be guided by 
the usual credit factors such as the capacity and the willingness of the 
debtor to pay, but in addition full consideration should be given to his 
ability to transfer such payments. This problem would become particularly 


‘Dr. A. Lansburgh, “Die Gesetzmassigkeit der Internationalsee Kredit Berich- 
ungen,” Die Bank, December, 1925. 
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difficult if the debtor were called upon to effect transfers within a short 
period of time. This is not a hypothetical but a real problem, in view of 
the large volume of short-term credits which have so far been extended 
to Germany. According to estimates presented at the German Bankers’ 
Convention last fall, the German foreign floating debt then amounted to 
1,600,000,000 gold marks, while at the end of November the total private 
indebtedness was placed at 3,500,000,000 gold marks.’ It would therefore 
seem that short-term loans granted to Germany are almost equal in amount 
to the long-term loans. These short-term credits are in the form of com 
mercial paper or straight advances, usually bearing an early maturity date. 
Should a large number of these foreign creditors, frightened by a fresh 
European political crisis, suddenly demand payment, Germany might well 
encounter difficulty in making the necessary transfers, even though she 
possessed the means of settling such obligations over a more extended 
period. Before the war, short-term international obligations, from well 
secured commercial drafts to uncollateralled finance bills, could readily be 
transferred in case of need among several active money markets. ‘Today 
most of them are scarcely able to meet their domestic credit requirements, 
and so cannot well assume large foreign obligations. Hence, the present 
international short-term money market lacks the element of liquidity of 
pre-war days. In general, the liquidity of a loan depends not so much 
on the capacity of the debtor to repay his obligation as upon his ability 
to find another creditor who will take it over and thereby settle the orig- 
inal undertaking. 

In view of this condition, the short-term obligations of Germany should 
as far as possible be converted into long-term loans whose payment could 
better be anticipated over a greater interval of time. 

In order to decrease the cost of production, and hence to stimulate ex- 
ports, foreign credits to Germany should in addition be granted only for 
constructive purposes. For this reason, the American money market 
should grant loans not so much to public as to private borrowers. Ameri 
can funds should not be given to foreign governments for carrying out 
exchange stabilization schemes unaccompanied by real fiscal reforms or 
to foreign municipalities for undertaking public works incapable of yield- 
ing returns. Rather, aid should be granted to finance undertakings as 
hydroelectric projects, plant improvements, or agricultural developments. 
These will reduce the cost of production, lower prices in the debtor coun 
try, and thus tend to increase its export surplus. 

A certain amount of control is exercised by various governmental bodies 
in Germany over both public and private borrowers, but such regulation 
is purely political in nature and none too effective. Real control, and 
hence true responsibility, lies in the hands of the lenders, who in their 
own self-interest must judge whether or not a loan is productive in nature. 

In summarizing, the existence of a vast volume of intergovernmental 
indebtedness, political and not economic in origin, has created a new factor 


‘Speech of Dr. Schacht, President of the Reichs Bank, Frankfurter Zeitung, 
Dec. 17, 1925. 
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in judging international credit; namely, the ability of a debtor country 
to effect transfers to meet its external obligations. In view of this new 
factor, capital advances should be extended: (1) for a relatively long 
maturity to enable the debtor more readily to make transfers; and (2) for 
a constructive purpose in order to stimulate the export surplus. 


Leo Pasvotsky.—As my contribution to this discussion I shall merely 
relate the post-war experience of six European countries; namely, Ger- 
many, France, Austria, Czechoslovakia, Hungary, and Poland. While the 
trade data are not altogether complete and accurate, they are sufficiently 
reliable to permit the answer to the three following questions: 

1. What is the effect of depreciating exchanges on the export-import 
ratio of the countries under consideration? 

2. What influence does the foreign trade situation resulting from de- 
preciating exchanges have on other phases of economic activity? 

8. What is the relation between currency depreciation and debt-pay- 
ing capacity over a long period of years? 

I start with the year 1920. It is a year of mildly fluctuating exchanges 
in all the countries under consideration. During that year we have for 
Germany an export-import ratio of 70; for Czechoslovakia, 118; for France, 
54; and for Austria, 54. Reliable trade data for Poland and Hungary are 
not available for that year. 

In 1921, German exchange depreciates rapidly after the middle of the 
year; the ratio for the year goes up from 70 to 84. Czechoslovak exchange 
drops slowly through the second half of the year; the ratio goes up from 
118 to 122. French exchange appreciates slightly during the first half 
of the year, and depreciates equally slightly during the second half, re- 
taining, however, at the end of 1921 a considerably higher level than at 
the end of 1920; yet the ratio goes up from 54 to 90. Austrian exchange 
depreciates all through the year, and does so fairly rapidly toward the 
end of the year; yet the Austrian ratio drops from 54 to 53. Hungarian 
exchange depreciates slowly; the rato is 48. No figures are available 
for Poland. 

In 1922 German exchange depreciates quite rapidly; yet the export- 
import ratio drops from 84 to 64. French exchange depreciates very 
slightly; the ratio drops from 90 to 89. Czechoslovak exchange appre- 
ciates very considerably during the year; yet the ratio rises from 122 to 
141. Austrian exchange depreciates quite rapidly during the first half of 
the year, and is stabilized during the second; the ratio rises from 53 to 63. 
Hungarian exchange continues to depreciate slowly; the ratio rises from 
48 to 60. Polish exchange during the year is on the downgrade; the 
ratio is 79. 

In 1923 German exchange goes through a catastrophic fall; the ratio 
rises to 99. Czechoslovak exchange is stable through the year; the ratio 
drops from 141 to 123. French exchange depreciates slightly; the ratio 
rises from 89 to 91. Austrian exchange remains rigidly stable; the ratio 
drops from 63 to 58. Hungarian exchange depreciates through the year; 
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the ratio rises from 60 to 80. Polish exchange falls very rapidly; the 
ratio rises from 79 to 108. 

In 1924 German exchange is stable; the ratio drops from 99 to 74. 
Czechoslovak exchange is stable; the ratio drops from 123 to 108. French 
exchange begins the year with the lowest level yet attained, appreciates 
sharply in April, drops somewhat in June, and remains fairly stable 
through the rest of the year on approximately the same level as during 
the second half of 1923; the ratio goes up from 91 to 103. Austrian ex- 
change remains rigidly stable; the ratio drops from 58 to 57. Hungarian 
exchange depreciates during the first half of the year, is then stabilized 
and remains rigidly stable during the second half; the ratio rises from 80 to 
81. Polish exchange remains stable; the ratio drops from 108 to 85. 

So much for the relation between exchanges and export-import ratios. 
Before summarizing the results, let us examine briefly the general situation 
in each of the countries under consideration. 

Prior to the period of stabilization, i. e., 1924, Germany's situation 
is characterized by two outstanding features: her State budget is unbalanced, 
and her balance of accounts is unfavorable. She makes up her budgetary 
deficits by resorting to the printing press. Her price level is constantly 
rising, and her exchange drops. The lag between the two supplies a 
temporary stimulus to exports and a slight bar to imports. The relatively 
small unfavorable balance of accounts is covered at first by such means 
as the sale of property and of paper marks outside the country. 

Then comes a new pressure for foreign currencies. About the end of 
the summer of 1921 reparation payments begin to be enforced. The 
deficit in the balance of accounts increases. It begins to press more and 
more heavily upon the exchange, the price level, and the budgetary def- 
icit. Finally the exchange becomes unmanageable, and we have the 
debacle of 1923. Germany reaches the depths of her misery; production 
drops off; consumption is at its lowest. And yet Germany scarcely at- 
tains a balance in her merchandise trade, even after the export_figures have 
been arbitrarily scaled upward by the Reparation Commission experts. 

Then comes the stabilization of the currency, the introduction of the 
Dawes Plan, and the balancing of international accounts by means of 
foreign loans. German exports rise slighlty in 1924 by comparison with 
19238, but the imports make a sharp jump. The importation of foodstuffs 
rises from 1.2 billion marks to 2.6; finished products increase from 800 
millions to 1.8 billions; raw materials increase from 4 billions to 4.5 
billions. The country had been drained of consumption goods, especially 
during the year of an exceptionally high export-import ratio. The exporta- 
tion of finished products in 1924 is almost exactly the same as in 1923. 

The first half of 1925 presents a somewhat different picture. The im- 
ports of finished products show a very slight increase over the first half 
of 1924; 924 millions in 1924 and 1,069 millions in 1925. But the im- 
ports of foodstuffs rise from 1.1 to 1.9 billions while the imports of raw 
materials increase from 2.4 to 3.4 billions. At the same time the exports 
of finished products increase from 2.3 to 3.1 billions. For a 1.8 billion 
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increase in the imports of foodstuffs and raw materials we have only an 
800 million mark increase in the exports of finished products. Consider 
ably over half of the import increase has been consumed in the country, 
and the export-import ratio which was 63 during the first half of 1924 


was only 64 during the first half of 1925. 

Thus in the case of Germany currency depreciation stimulates exports 
while the depreciation continues. But it destroys working capital, dis 
arranges production, reduces consumption to a disastrously low level, dis 
organizes the budget, and finally brings about a complete economic de- 


bacle. Stabilization begins with a replenishment of stocks, purchased 
with the proceeds of foreign loans, which now fill the gap in the balance of 
accounts. The German economic system is still based essentially upon a 
conversion of imported foodstuffs and raw materials into exportable 


finished products. Only it is now saddled with additional foreign obli- 
gations, which represent new and increasing burdens for the country’s 
balance of payments 

We have exactly the same situation in the case of Austria, another essen- 
tially industrial country. Again depreciation is caused by an interaction 
between budgetary deficits and unbalanced foreign accounts, and again 
stabilization, achieved on exactly the same basis of foreign loans, brings 
in its wake all the consequences that characterize the German situation 
of the past two years 

In Hungary we have a different situation. Her principal exports are 
foodstuffs, which are indigenous products. The proceeds of her exports 
depend, not so much upon the exchange situation, as upon the size of her 
exportable surplus and the world price of staples. The sharp jumps in 
her export-import ratios from 1921 to 1922 and from 1922 to 1923 are 
less due to currency depreciation than to the increase of agricultural pro- 
duction, and to the lessening of export restrictions, which formed an im- 
portant part of the country’s economic policy during the years immediately 
following the war, simultaneously with the retention of rigid import re- 
strictions. The 1923 ratio is due to a sharp decline of imports, depre- 
ciation acting in this instance as an effective barrier; but exports remain 
on the same level as in 1922. In 1924 we have a sharp rise in exports, due 
largely to a rise in the world prices of foodstuffs, but a still sharper rise 
in imports, following in the wake of the unusually low import level in 1923. 
The export-import ratio, despite depreciation, rises only from 80 to 81. 
Here depreciation of exchanges works havoc with such important factors 
as the working capital of the country, but it provides very little compen- 
sation, even of a temporary nature, through an increase of the export- 
import ratio. 

The Polish situation is very similar to the Hungarian. The acquisition 
of Upper Silesia and an exceptional crop are much more responsible for the 
increased export-import ratio of 1923 than the concomitant depreciation 
of exchanges. 

In France the gradual decline of the franc during the years 1921, 1922, 
and 1923, produces practically no change in the export-import ration. 
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On the other hand, the more violent fluctuations of the france in 1924 in- 
augurate a considerable business expansion, based on inflation, and re- 
flected in the increase of the export-import ratio. But this increase, which 
has continued into 1925, is accompanied by further depreciation, which, 
under the powerful pressure of the State budget, produces rapid inflation 
and pushes French currency almost irresistibly toward that unmanageable 
condition, which precedes a debacle a la Germany and Austria 

In Czechoslovakia, we have a fairly stable situation through the first 
four years of the period, except for 1922, when Germany makes an axtraor- 
dinary demand for Czech products and the export-import ratio rises to 
unprecedented heights, in spite of appreciating currency. But four years 
of a substantial excess of exports over imports had exacted their toll of the 
country’s stocks, and the year 1924 is one of replenishment, with a sharp 
drop in the export-import ratio. Foreign exchanges have played very 
little part in the situation. 

Such is the picture of the situation in the six countries which we have 
set out to examine. It is one of bare outlines, of course. But in spite of 
its unavoidable sketchiness, certain things stand out quite distinctly. We 
can now return to the three questions set forth at the beginning. 

What is the effect of depreciating exchanges on the export-import ratio? 

Whenever there are no outstanding extraneous factors operating in the 
situation, the export-import ratio shows a tendency to increase when ex- 
changes are in the process of depreciation. The year 1922, however, 
provides several interesting exceptions. The German ratio falls, in spite 
of depreciation; the Czechoslovak ratio rises, in spite of appreciation ; 
the Austrian ratio rises, in spite of the stabilization of the currency during 
the second half of the year. Another exception is the stability of the 
French ratio through the years 1921, 1922, and 1923, in spite of more 
or less continuous currency depreciation. 

We also find that periods of stable exchanges immediately following 
periods of depreciation usually show falling ratios, however depreciated 
the stabilized currency may be with respect to par. Finally, the phe- 
nomena observed here are much more noticeable in countries which are 
predominently industrial, than in those which are predominently agri- 
cultural. 

What influence does the foreign trade situation resulting from depre- 
ciating exchanges have on other phases of economic activity? 

Of the six countries under consideration, Germany, Austria, Hungary, 
and Poland have passed through a complete depreciation of their currency ; 
France is still in the throes of a mild depreciation, and Czechoslovakia, 
after a period of depreciation, has a low, but fairly stable, currency. In 
the case of the first four, depreciation was due to an interaction between 
budgetary deficits and unbalanced international accounts, and in each 
case it was the pressure for outside payments that finally rendered the 
currency unmanageable and brought about a complete debacle. The re- 
sults of currency depreciation have penetrated into every ramification of 
life. In the case of the last two the process is slower and less spectacular. 
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Depreciation has led to business expansion, in the course of which exports 
were stimulated, imports contracted, and the export-import ratio showed 
a tendency to increase. This process, however, tends after a certain 


time to deplete a country’s stocks of both raw materials and finished goods, 
and results in a period of replenishment, when the ratio goes down. 

What is the relation between depreciating exchanges and debt-paying 
capacity? 

The experience of the countries that have gone through the depreciation 
has been that continued pressure exerted by foreign payments—whether 
in the form of external debts or of adverse trade balances—conyerts moder- 
ate depreciation into violent depreciation, and thus upsets the whole eco 
nomic structurs Che experience of all six of the countries we have exam- 
ined indicates that the improvement of the export-import ratio due to 
depreciating exchanges is at best merely a temporary phenomenon. When- 
ever there is an uncovered gap in the balance of payments, a continued 
pressure for foreign payments serves for a time to diminish this gap; 
in some cases it may even give an export surplus. But the effects of this 
process upon other phases of economic life lead inexorably to an economic 
disorganization of the debtor country. The process carries the seeds of its 
own destruction 

During recent months I have had an opportunity to visit all the coun- 
tries discussed here, as well as some of the others in which currencies are 
still unstable. I took the occasion to discuss the problems under con 
sideration here with a large number of economists and bankers. The 
almost unanimous opinion of the people with whom I talked is one of 
complete skepticism with regard to the idea that transfers of large foreign 
payments over a long period of time can be accomplished automatically 
through the mere mechanism of price lag resulting from depreciating ex 


changes. 
Their most common criticism of the idea is that it assumes that all other 
factors will remain the same when a part of the nation’s purchasing power 


is transferred to foreigners. They point out that when this happens 
production does not remain unchanged; that the budget is adversely af- 
fected; and that working capital is diminished. These men, some of whom 
are concerned at first hand with the administration and handling of trans- 
fers, regard, as the first prerequisite of possible transfers, a stable currency, 
or at least a currency fluctuating only within negligible limits. 


ECONOMICS AND GEOGRAPHY 


O. E. Baxer, Chairman 


No doubt many of those present do not have a clear conception as to 
what geography If this is the case they need feel no chagrin, for 
geographers are not agreed as to what geography is. Therefore, I shall 


not attempt to tell you what it is, but merely indicate what it was and 
what it seems likely to be. 

Geography has been called the mother of sciences. At an early date 
ers and sailors, supplemented by an interest in the stars, 
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led to the development of astronomy and the allied art of navigation. The 
practice of this art, in particular the discovery of America and the cir- 
cumnavigation of the earth, gave geography a bent toward exploration 
and surveying which more or less dominated the science until a century 
ago. Geographers mapping the surface of the earth in the course of time 
became curious as to the subsurface, the origin of the rocks and their 
structure. So a new science was born, geology—perhaps we may place 
the date at 1830 with the publication of Lyell’s epoch-making book. 

Later along the border line between the old exploratory geography 
and the developing science of geology another new science called physical 
geography grew into manhood. Physical geography is concerned with 
explaining the origin of the surface of the earth, the land relief, the topog- 
raphy, and describing its characteristics. 

The land surface is partly the result of the character and structure 
of the rock beneath and partly the result of the rains and winds from the 
air above. The study of these winds and rains during the past fifty years 
or more has given birth to still another science, meteorology, which deals 
with atmospheric phenomena. 

Finally, the experience of the farmers of the world has compelled geog- 
raphers and geologists to recognize that the surface soil is something 
different from the subsurface rock, that it contains organic as well as 
inorganic elements—humus and many kinds of plant and animal life which 
have a profound effect upon fertility. So at present geography is giving 
birth to another natural science, that of the soil. 

This family of sciences which describes and explains the rocks beneath 
the surface of the earth, the atmosphere above, and the soil that lies be- 
tween, and which, moreover, measures distance and deals with matters 
of location, is what geography has been. 

I recall a few years ago that in a round table meeting of geographers, 
like this round table of economists, one of our most distinguished geolo- 
gists and physical geographers expressed the opinion that the days of 
geography were approaching an end. The earth had all been explored— 
even the North and South pole had been reached. Geology and physical 
geography had seemingly made their greatest contributions and were sub- 
siding into the comfort of middle age. Meteorology also was approach- 
ing maturity, and these new ideas about soils he did not understand. Ap- 
parently little remained for geography to do. 

About this time, in fact a little earlier, geography, the mother of the 
natural sciences, met economics, the father of the social sciences, and, 
almost unconsciously, a deep affection has developed. Thus we have the 
new hyphenated subject we are now to discuss. 

It is my opinion that this affection, even though it is a little one-sided 
as yet, is likely to renew the youth of geography at least. At Clark Uni- 
versity a magazine has recently been started called Economic Geography, 
and at the University of Chicago, where the other leading school of 
geography is located, although the staff prefers to speak of the field of 
geography as the study of man’s response to his physical environment, or 
“human ecology,” the subject matter taught is economic geography. 

This association with geography will undoubtedly be good for economics 
likewise, because it will help to keep economics practical—keep its feet 
on the earth, to use a popular phrase. Geographic knowledge is basic in 
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the study of la es, because the physical conditions and the loca- 
tion of the land are the principal factors affecting its value. It is basic 
also in studi the economics of manufacturing, because it provides an 
understanding of the origin and character of the materials used and the 
relative advantag nd disadvantages of different locations for a factory, 
both with refer to purchase of raw materials and sale of the finished 
goods. It is | nally, to studies of transportation and trade, because 
geography n from the beginning the science of location and dis 
tance. 

The rapid f economic geography since 1914 is doubtless 
to be explained mpletion of the exploration and, one may almost 
say, the occupat the earth by man. With the occupation of the 
earth it becomes ni ry to utilize the natural resources more efficiently. 
The period of insion is passing; the boundaries of the nations are be 
coming fixed pply the increasing population with food, raw ma- 
terials, and t is becoming necessary to cultivate the land 
more intensi\ the mineral products more completely, to manu 
facture mort ntly, and to reduce the cost of transportation and market- 
ing to the low nt [o provide information which will aid the farmers, 
the miners, the engineers, the manufacturers, merchants, and transportation 
men of the world to utilize the natural resources with greatest economic 
advantage, both at present and with a view to the future, is the oppor 
tunity and the duty of workers in the field of economic-geography. This, 
in my opini phy of the future. 

Dr. Ely, | sked to open the discussion with remarks on the rela 
tion of geos to land economics. Dr. Taylor, also of the Institute 
of Land Econ will follow with a discussion of the “Geographic Basis 
Essential to the ¢ lance of Agricultural Production.” Then Dr. Orchard, 
of Columbia, w ik on the “Contributions of Research in Economic 
Geography to t Economic Concepts of Property in Minerals.” These 
three papers relate primarily to geography in relation to land economics. 

Another field in which there is much interest today is regional geography. 
Dr. Bowman, Director of the American Geographical Society, will dis- 
cuss the subject “Geography and Economics in a Study of the Pioneer 
Belts of the World’; and Dr. Roorbach, of the Harvard Graduate School 
of Business Administration, will follow with a paper on “Regional Eco- 


nomic Geography 

Then the trad d commerce side of the subject will be taken up, Dr. 
Strong, of the Department of Commerce, speaking on Geography in the 
Foreign Trade Prospects of the United States, followed by Dr. Durand, 


Chief of the R irch Division in the Bureau of Foreign and Domestic 
Commerce, and who has just returned from Europe, on “Geography in the 
Foreign Trade Prospects of England and Germany.” 


Ricuarp T. Evy: When I think about the relation of land economics to 
geography, upon which I am asked to speak to you, I recall one of Aesop’s 
Fables, in which he speaks about the classification of animals. When man 
speaks about the classification of animals, he says “human beings and all 
other animals’; but if the elephant were making the classification, he 
would say “elephants and all other animals.’ Perhaps I am not right in 
assigning this to Aesop, and I am not sure that I am right in other 
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particulars, but, at any rate, the meaning is obvious. Now, it is just this 
way with Dr. Baker and myself when we talk about land economics and 
geography. At a meeting of geographers held in Ann Arbor two or three 
vears ago, Dr. Baker had a chart, and I think that the great circle 
included as a subdivision of geography, land economics. I recall that I 
had a chart in which the great circle was land economics and the segment 
was geography. It all depends upon the point of view, and upon the one 
who is making the classification. 

Geography and land economics are certainly coming to cover a large 
common field. As I read modern treatises on geography I find that more 
and more they are dealing with phenomena and forces that likewise belong 
to the field of land economics. Geography is concerned with the utilization 
of land, and Dr. Baker is making a name for himself, and at the same time 
rendering a public service in his treatment of land utilization. It is un- 
doubtedly true that one who is taking a complete course in land economics 
should include geography, and I believe that the geographer, at the same 
time, should include in his field land economics. 

After all, geography and land economics have their differences, even if 
closely related fields. In economics we deal with property and value, and 
these two concepts are related because we have property where we have 
value. When the land economist studies land utilization he thinks of value, 
and what goes with it, and that includes the distribution of wealth. 
Possibly he goes more carefully into the causes than the geographer. 
The geographer finds various methods of land utilization and describes 
these. The land economist asks the questions why and wherefore and 
wants to know the causes, and also he has particular needs in mind. He 
discovers that certain ways of utilizing land bring misfortune, as at the 
present time in the case of agriculture. He seeks to improve conditions, 
and that leads him into a consideration of values, some of which are satis- 
factory, and some of which are unsatisfactory, and as a practical end he 
desires to change unsatisfactory human relations dealing with the land. 

I am closing simply with the remark that I have said very few things 
about a very large subject. 


H. C. Taytor.—Economic geography provides the background for agri- 
cultural economics. The time was when students thought it possible to 
go to a farm, pass through the front gate, close it behind them and find 
upon the farm all the facts essential to the organization and management 
of the farm. It is true there are important factors influencing farm man- 
agement which can be secured no place else than upon the farm. Which 
crops can be grown, the way in which the different crops fit together with 
respect to their demands upon the time of the farmer, and the way in 
which crop and livestock enterprises fit together both from the stand- 
point of utilizing salable and unsalable products of the field and from 
the standpoint of the utilization of farm labor and equipment, are facts 
which can be secured from the individual farm. Fortunately however 
these facts need not be determined for each farm. The collection of these 
facts in a few typical cases for each region with common soil and climatic 
characteristics will serve quite as well as a complete array of the facts 
from all the farms. Hence the geographer has an important function 
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to perform in marking out the agricultural regions from the standpoint 
of the basic conditions of production. 

The student of farm management no longer feels that he can draw 
conclusions regarding what to produce and how to utilize the products of 
the farm without many facts which are not found on the farm. The farm- 
er has come to recognize that he must watch the market and the trend 
of prices in order to organize his farm on a profitable basis, but in these 
days of uncertainty students of farm economics recognize that they must 
go behind the markets to the conditions of supply and demand if they are 
to give wise council to the practical farmer. It is not the price at planting 
or breaking time that counts, it is the price at the time the product is ready 
for the market that should be held in mind when deciding what to produce. 
The recognition of this fact has led to the development of outlook reports 
for the farmers. These reports attempt to state the facts which point to 
the probable conditions of demand and supply six or eight months in ad- 
vance. In order that this may be accomplished the economic geography 
of agricultural production must be known for each crop throughout the 
entire competing area. In some cases the competing area is only a part 
of the United States, but in many cases many countries located in both 
hemispheres enter into the competition. In the case of wheat, cotton, 
wool, beef, pork, lard, and dairy products, for example, it is necessary for 
the student and the farmer who would forecast the probable condition 
of supply months in advance to hold in mind an enormous amount of 
world agricultural geography. The working out of the details of the geog- 
raphy of agriculture in each part of the world is a task which needs 
to be performed by the geographer and turned over to the student of agri- 
cultural economics who attempts the making of outlook reports. With this 
background supplemented by the recent trends in production and the latest 
possible statistics the agricultural forecaster may prepare a statement in 
February which will aid the farmer in planning his farming program for 
the year in so far as probable changes in supply due to acreage increase 
or decrease may be a factor. 

A full knowledge of the geography of agricultural production does not 
suffice. To this should be added an equally complete statement of the in- 
dustrial geography of the consuming territory. Full information regard- 
ing the occupations of the consumers is the starting point for a study of 
the probable changes which may take place in demand owing to changes 
in the degree of employment of the people who consume the products of 
the farm. This background of industrial geography extends to many 
parts of the world. Particularly is this true of the industrial condi- 
tions which determine the demand for our surplus wheat, pork, lard, and 
cotton. 

With the geographic conditions of supply and of demand clearly worked 
out and supplemented by the current facts, the farmer has the geography 
available which he needs to know in deciding what to produce, but when he 
comes to the marketing of his product he requires some more geographic 
information of a very specific sort. He needs to have a clear picture 
of the transportation facilities, the storage facilities, and the location and 
characteristics of the organizations through which he may sell his products. 

Thus I have briefly summarized the vast field of economic geography 
which is needed by the farmer in his work as a farm manager planning 
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his production program and arranging for the sale of his products. It 
has not been long since the vision of the farmer was limited to his own 
neighborhood, but the modern farmer must have a wider vision. The 
geographer can find here a large sphere of usefulness. Through the ele- 
mentary geographies much of this background of our modern economic 
life is being taught. Each succeeding generation of farmers may be 
counted upon to hold a larger view of the world and be more able to ad- 
just himself to changing economic conditions in the interest of the farmer 
and his family, in the interest of the consumers, and in the interest of 
permanency in our national life. 


Joun E. Orcuarp.—A geographic study of minerals, since it is con- 
cerned with the influence of minerals upon man’s efforts to make a living, 
should be productive of contributions to economic theory and to its under- 
standing. It is almost impossible to draw a sharp line between economics 
and geography in such a study. The student may undertake an investi- 
gation that appears to be thoroughly geographic. His conclusions, when 
they are reached, may prove to be geographic, but in the course of his 
study he is certain to find himself considering problems that are un- 
questionably economic. Because of his knowledge of minerals, he has the 
opportunity of making inductive contributions to economic theory though 
his chief interest may be in another direction. 

For several years, I have been studying minerals from the geographic 
point of view. At one time my study carried me into an analysis of mine 
royalties. Out of that analysis came some suggestions regarding the 
economic nature of royalties and an application of the theory of 
rent to mineral lands.’ More recently, I have been making a study of the 
ownership of mineral lands from which has developed a geographic ex- 
planation of the present agitation for the nationalization of mineral re- 
sources. It is that explanation that I wish to present today, not as a 
finished study, but as an example of the sort of contribution that geography 
may make to economic theory. 

There are two principal systems of ownership of mineral lands. In one 
group of countries, France and Germany for example, minerals are the 
property of the state. They cannot be worked by the owner of the sur- 
face or by anyone else until a lease or concession has been granted by the 
state. In another group of countries, England and the United States for 
example, minerals are the property of the owner of the surface. The state 
has no more control over them than over the soil. They may be exploited, 
leased or sold to another party, or permitted to lie idle, all according to 
the will of the owner. 

In both groups of countries, there is at present a strong movement 
toward a stricter control of minerals by the state. In the latter group, 
where the minerals are privately owned, there is the demand for national- 
ization. In the former group, recent laws have given to the state a greater 


*‘See “Rent of Mineral Lands,” Quarterly Journal of Economics (February, 1922), 
pp. 290-818, 
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measure of control over minerals. The movement is not confined to 
minerals. It is evident in some degree in the case of all natural resources. 
Among the minerals, the movement to nationalize coal has been espec 


ially strong. Becai the miners of England have been so active in their 
support of the movement, it has seemed as though it originated with them. 


They have advanced as the principal arguments in support of nationaliza 
tion the claim that it would bring to the miners an increase in wages and 
to the consumers a decrease in prices. These are arguments well calculated 
to attract the support of the workers and of the consuming public, but 
their economic soundness is extremely doubtful. I have had occasion to 
point out in a discussion of the nature of mine royalties that their abolition 
through nationalization could result, directly at least, in only a slight 


addition to wages or a slight reduction of prices. If the results of na- 
tionalization are to be limited to its effects on wages or prices, it is not 
an important movement. In my opinion, the origin of the movement is to 


be sought elsewhere than in any demand for higher wages or lower prices. 
It will have more far-reaching and important results. The present de- 


mand for nationalization is a response to changing conditions. It is to 
be explained by the change that is occurring in the relationship of man to 
mineral resources. In other words the movement has a geographic origin. 

Different periods of economic development have been productive of differ- 
ent ideas of property. Throughout the early history of Europe, there 


existed a long period of scarcity of minerals. Only a few of the minerals 
were known and there was little knowledge of their uses. Coal is men- 
tioned in various writings of this period, but it was not used and wood 
was about the only fuel. The Mediterranean peoples made the long 
journey to England, the mineral frontier of Europe, for tin, lead, and 
copper. Copper and lead were also mined in Spain and the precious 
metals were secured from Spain, Hungary, and Asia. 

In Roman law, developed during this period of scarcity, minerals were 
declared to be the property of the state. As new lands were conquered, 
their mineral deposits became regalia. The state control of this period 
was not based upon any desire to insure a wise and economical exploitation 
of the minerals. It was a period of the glorification of the state in the per- 
son of the ruler. Since the minerals were scare, their control was expected 
to add to the wealth and power of the individual or body controlling 
them. 

The period of scarcity eventually gave way to a period of abundance. 
No definite date can be fixed for the transition. Different events ushered 
in the new period for different minerals. For the precious and semi- 
precious metals, it was the discovery of the new world and the resulting 
flow of gold and silver and copper into Europe. For coal it was the dis- 
covery of its uses, especially in the blast furnace and in the steam engine, 
the development of cheap transportation, and the perfection of the pump 


*Loc. cit. 
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and the safety lamp which made possible the exploitation of deposits other 
than the relatively poor and shallow outcroppings. 

The period of abundance called for a new concept of property. The 
ideal of the time was no longer to add to the prestige of the state. There 
was also the desire to encourage the development of resources. Roman 
law, however, had spread throughout the continent and to meet the new 
needs, it was necessary to greatly modify this heritage of the age of 
searcity. The Roman principle of ownership of the minerals by the state 
appears in the declaration of Charles VI of France in 1413 that no feudal 
lord, temporal or spiritual, had any right whatever in minerals. The 
claim of the state to the minerals has persisted in French mining legis 
lation down to the present, but the period of abundance brought important 
modifications to encourage the exploitation of the resources. In 1698 
Louis XIV conferred on all surface owners the free right of mining coal. 
In the law of 1791, no royalty was reserved to the state and the owner 
of the surface was given no payment for minerals removed from his land 
other than compensation for damages to his property. Two restrictions 
appeared in the law. The concessions granted by the state were limited 
to a term of fifty years and the surface owner was declared to have a prior 
claim to the concession. Even those restrictions proved to be too hamper- 
ing, however, and in the law of 1810 they were removed. Concessions were 
granted in perpetuity and in granting them the state surrendered practically 
all control over a deposit. The mine could be operated in any way that 
the operator wished whether that way was economical or wasteful. 

The French law of 1810 has served as the model for the mining laws of 
practically all of the Continental countries. In Germany, however, with 
its greater wealth of minerals, even more encouragement has been given to 
the prospector and operator. The Prussian law of 1865, a law followed by 
most of the German states, provided for the separation of the ownership 
of minerals and surface, but it gave to anyone the right to search for 
minerals, a right that could not be interfered with even by the owner of 
the surface. Upon the discovery of minerals, the state mining authorities 
granted, usually to the discoverer, a license that carried with it not only 
the right to work the deposit but also property in the mine. The operator 
was not required to make any royalty payment to the owner of the sur- 
face though he was required to compensate the owner for damages and to 
pay to the state a tax on the yield. The Prussian system is known as 
the system of free mining. It was calculated to encourage the discovery and 
the exploitation of the mineral resources with the minimum interference 
from the state and the surface owner. 

England has developed a system of mining law more thoroughly a prod- 
uct of the period of abundance than the laws of the Continental countries. 
The country can scarcely be said to have passed through any period of 
scarcity, for from the earliest time it has been a land of mineral abundance. 
Because of its more isolated location, England did not come so directly 
under the influence of Roman law and did not have the restricting in- 
fluence of that heritage. The law of property in minerals has had much 
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the same development as the law of property in the surface. Its ori- 
gin is obscure and in this paper space does not permit of any attempt to 
trace out its development. Though there do exist some provisions remini- 
scent of the Roman law, minerals in Great Britain go almost without ex 


ception with the surface. They are privately owned. It is a system offer- 
ing probably greater encouragement than any other to the development 
of mineral resources. The British practice has been followed by the 


United States and by the British colonies. 

The same conditions of the period of abundance that were responsible 
for the character of mineral laws also underlay the development of the 
laissez faire school of economic theory. It was a philosophy that un- 
doubtedly accomplished its prime purpose, the exploitation of material re- 
sources, but it was accompanied by evil tendencies. Resources were de 
veloped in a wasteful fashion and with an eye to the profit of the in- 
dividual and not of the welfare of society. 

We are now passing into a third period, a period that threatens to be 
another period of scarcity unless the transition is made wisely. We 
realize that the mineral resources are not unlimited and we are beginning 
to appreciate more and more that with the increase in population and the 
continued use of the resources eventual exhaustion is inevitable and that 
scarcity will be hastened unless the remaining resources are exploited more 
intelligently than they are being exploited at present. Our prime desire 
is no longer a desire to exploit the resources as rapidly as possible, but to 
exploit them with an eye to waste and to the needs of the future. To in- 
sure more economical development, it seems essential that a greater degree 
of social control should replace unrestricted individual enterprise. It 
is in response to the changed relationship of man to mineral resources from 
abundance to threatened scarcity that the demand for a greater degree of 
government contro! has arisen in practically all of the countries of Western 
culture. It is evident in the French mining law of 1919 replacing the 
grants in perpetuity with leases for a term of ninety-nine years and vesting 
in the state a much stricter control over the operation of the mines. In Ger- 
many a law was passed in 1907 giving to the state the exclusive right to ex- 
plore for and to mine coal and several other minerals. This law does not pro- 
hibit the private operation of mines, but makes such operation absolutely 
dependent upon the approval of the state. 

The Continental countries, with their heritage of the Roman law, had 
a comparatively short distance to go in a return to closer government control. 
In the United Kingdom, the demand for restriction has taken the form of 
the movement for the nationalization of the minerals. In the United States 
the coal of the public domain has been removed from private entry and 
is to be worked on leases granted by the Federal Government. The move- 
ment for the natonalization of minerals now privately owned has gained 
little headway, but it will undoubtedly be an important question of the 
next few decades. 


New conditions demand new concepts. A change in the relationship of 
man to the supply of a resouree necessitates a new concept of property in 
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that resource. A concept, the product of a period of abundance, when the 
all-important need is exploitation, should not be expected to be effective 
in a period of scarcity when conservation is essential. It is surprising, 
not that there should arise a demand for a change in our property con- 
cepts, but that there should be so much inertia and so much opposition. 
There is nothing sacred about any theory of property and one who challen- 
ges it is not necessarily an enemy of society. The current concept of proper- 
ty right should rest not upon some heritage of past ages, but on the 
existing needs of society, needs that are determined in large part by the 
relative scarcity or abundance of the resource in question. 


G. R. Roorsacu.—By regional economic geography is meant the des- 
cription of the economic life of a geographical area with the purpose of 
showing in what ways and to what extent the economic life is determined, 
or influenced, by the geographic environment. The purpose of such a 
study is both to determine the relationships that exist in a given region 
between the environment and the economic life of its people and to see 
if there are not discoverable, through the study of many environments, 
general principles by which the relationships between environment and 
economic life may be expressed. That such relationships exist, I think 
no one can question. There may be room for doubt, however, as to how 
far there may be developed a body of general principles of relationships 
of such wide application that they may be useful in interpreting the 
present economic life of a region, or in reaching a reasonably reliable esti- 
mate as to its future. 

The economic geographer of course recognizes that the human activi- 
ties of a given region are influenced by many factors other than environ- 
mental. Racial, religious, historical, social, economic, political, as well 
as environmental, considerations all enter into the picture. The non- 
environmental factors at times and places indeed may be the dominating 
ones in explaining many of the observed economic facts. Race and creed 
and custom may and do modify the ways in which even such factors of 
environment as are controlling operate. The geographer’s peculiar func- 
tion, however, is to explain, as far as he may, the differences in the eco- 
nomic life and institutions that exist between regions and to determine the 
part that environmental forces have exerted—whether their effects be 
great or small—in producing those differences. As Professor J. Russell 
Smith states it, the economic geographer “deals with human activities as 
affected by the earth rather than with parts of the earth as they affect 
human activities."" The economic adjustments in any area may be close 
or remote; the fact of importance is to determine the adjustments that 
are being made and to discover, for any given region, the best adjust- 
ments that could be made, under the conditions of the time, for the fullest 
utilization of the region. 

The basic concept on which the work of the geographer rests is this: 


‘Industrial and Commercial Geography, preface to first edition. 
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the natural environment, while not the only factor, is one of the chief 
molding forces (if not the chief force) in man’s economic life. Man is 
continually adjusting himself to his environment. Since man’s economic 
life rests from its very nature upon securing a living from the earth, 
the best type of economic life is the one that is best adjusted to the physi- 
cal environment. This does not imply that it should not also be well ad- 
justed to the social and other conditions of the region. The natural en- 
vironment, however, sets the stage. It furnishes the scenery. Climate 
and soil and topography and location are persistent and abiding. To 
them ultimately adjustments must be made, both in kind of development 
and in the degree of development. For a region is not to be measured, 
geographically nor economically, solely in terms of its resources; but also 
in terms of its fitness for supporting a people with the energy and initia- 
tive necessary to utilize the resources to best advantage. 

Not only are physical factors fundamental to economic life; they 
are of increasing importance as the world develops and economic life be- 
comes more complex. With the increase of world population, crowding on 
the means of subsistence, and with agriculture becoming more complex as it 
becomes more scientific, nicer and finer adjustments of all kinds need to be 
made if the earth is to yield its maximum of food and raw materials. The 
best utilization of the land is, in part, a geographic problem. The best 
utilization of labor and management is also, apparently, in part a geo- 
graphic problem. 

In manufacturing industries the same is true. In the midst of compe- 
tition, domestic and international, whatever contributes to the efficiencies 
and economies of manufacturing needs now to be more carefully con- 
sidered. For example, the geographic location of a plant assumes an 
importance now that did not obtain when competition was less keen and 
almost any site would do. Location must be made with greatest care in 
reference to power, raw materials, markets, and climate. The exact deter- 
mination of the effects of climate upon the energy and initiative of factory 
operatives and management was never so much needed as today. A wrong 
climatic location may overcome all other apparent advantages and lead to 
industrial failure. ‘The engineer today locates his hydroelectric plant after 
giving more careful considerations than ever before to topography, to 
geology, to forest cover, to rainfall, to run-off, to evaporation, and to all 
the other factors, both physical and economic, that make for success or 
failure to the enterprisé 

Man’s greatest concern is not in “conquering nature,’ but in adjusting 
his life to nature. Herein lies one of the great tasks before science— 
how to make the earth and its inhabitants produce to best advantage to 
support its growing population and to make possible a rising standard 
of living for all. A better understanding of the nature and extent of the 
influences of different types of environment on production and on pro- 
ducers is certainly one of the necessary steps to attain this result. 


If the natural geographic factors are among the controlling forces in the 
economic life of man, we should expect to find that similar types of en- 
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vironment, under similar stages of development, would show similar types 
of economic adjustments. Or putting it in another way, from a given com- 
bination of environmental conditions the general type and potential char 
acteristics of certain phases of the region’s economic life should be in- 
dicated. There are many cases that indicate this may be the situation, 
although much more work must be done in the study of regions before we can 
speak with greater confidence. 

Perhaps one of the best known and simplest illustrations of this is to be 
seen in the economic life of the so-called Mediterranean type of geographic 
environment. The Mediterranean region of Southern Europe, as we all 
well know, is characterized by a climate whose winters are cool and with 
moderate rainfall, and whose summers are long, hot, and dry. The topog- 
raphy of Mediterranean lands in general is rugged, with intermountain 
valleys, narrow coast plains and deltas, interior plateaus and mountains. 
In response to these conditions, a distinct type of agricultural and pastoral 
life has developed, remarkably adapted to the climatic and topographic con- 
ditions. Winter grains—wheat and barley—that grow in the cool moist 
winter months and are harvested in the dry spring; drought-resisting tree 
crops as the vine and the olive; irrigation crops—fruits and alfalfa on 
the alluvial fans; large areas of lands too dry and too rugged for tilled 
agriculture utilized for grazing, and grazing especially of the poor land 
animals—the goat and the donkey. Its industries likewise reflect the 
environment—dried fruits, especially the raisin, the fig and the date, the 
prune and the apricot; the fruit and vegetable canning industry; the tour- 
ist industry; and the moving picture industry. 

It is significant that the other widely separated sections of the earth 
that possess similar Mediterranean types of environment have developed 
similar methods of wealth production, even under different racial and 
social and political and historical backgrounds. Southern California is 
duplicating in its broad outlines the type of agricultural life found on the 
shores of the Mediterranean. In detail it differs; but the environment also 
differs in detail and the region is economically much younger. Differences 
in other factors, such as location, differences in population density, in 
racial elements, and so on, account for many of these differences, but they 
do not destroy the general similarity. Strikingly enough, the same fea- 
tures appear in the Central Valley of Chile, where the same Mediterranean 
type of environment exists, and also in the Cape Provinces of South 
Africa, and in the extreme south of Australia. And the more these regions 
develop the more closely do they come to the common type. ‘The geographic 
type is distinct; the economic type is likewise distinct and is responding 
in similar ways to the similar geographic facts. We can speak safely of 
a “Mediterranean type of agricultural life.’ Clearly its basis rests on the 
physical facts of geography. 

Nor is this illustration unique. Taking another type of environment 
as illustrated by the cool wet summers and mild but raw wet and stormy 
winters of Northwest Europe (Scotland and Scandinavia), the chief char- 
acteristics of its economic life reappears—or are reappearing as economic 
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life develops—in regions of similar physical type on the Pacific Coast, 
in Washington, British Columbia, and southern Alaska, in south Chile, in 


Tasmania, and in southern New Zealand. 
In rugged interior regions, where transportation is difficult and expensive, 
invariably we find the money crops developed are of small bulk and high 


value; corn whiskey in the Kentucky Mountains; opium in Northwest 
China; coffee on the plateaus of Columbia; cocaine on the rugged eastern 
slopes of the Andes in Peru and Bolivia; butter and cheese in Siberia and 
New Zealand and Switzerland: tea in Central Japan and in the Assam 
Hills; these are but a few instances. So universally is this the rule 
that a general principle may be developed to the effect that the developed 
export resources of remote and rugged regions consist of high-valued, low- 
bulk goods, and the relation of value to bulk is roughly proportional to the 
degree of inaccessibility of the region. 

These are all obvious and well-known illustrations among many that 
could be cited. They are suggestive of the influence of environment. But 
the student soon discovers that human activities are not always so closely 
related to the natural regions into which the earth may be divided, and that 
many economic features are not so obviously tied up to climate or topog- 
raphy or location or soils. Physical environment frequently does not 
appear to be the most potent force in shaping the existing life of a group. 
Migratory peoples bring with them into a newly-settled region, for ex- 
ample, methods of agriculture well adapted to the regions they have left, 
but ill adapted to the new regions to which they have come. It may be that 
for long periods the methods employed in the new environment reflect the 
method developed in the old environment and are ill adapted to the new. 
The farming methods of humid Europe and eastern United States first 
employed in western United States finally gave way, after much suffering 
and loss, to the conditions of aridity west of the 100th Meridian and a new 
and different type of agriculture has developed. 

It is the task of the geographer to describe the region, establish the re- 
lations that do exist between the environmental facts and the economic, 
show how and to what extent other factors have modified the geographic, 
or the geographic modified the other factors that are also at work in shap- 
ing the life of the region. Particularly is it of great practical importance, 
having established principles of relationships, to point out how far the 
economic life of the region is failing to take full advantage of the natural 
opportunities; or to show, for an undeveloped region, what the probable 
or possible opportunities are for future development. 

This type of regional economic geography can be of great value to the 
economist, to the historian, to the political scientist, to business, and to so- 
ciety in general. To describe scientifically the “economic landscape” and to 
explain and understand it, to develop principles by which one may soundly 
interpret the possibilities of a region and its limitations, as a place in 
which man can live and make a living is the distinctive field of the economic 
geographer. 


i 4 


Sta 
tio! 
bei 
wo 
ma 
} fo 
pre 
po 
co 
th 
exi 
to 
de 
uti 
no 
of 
du 

we 
on 
ki 
po 
se 
ou 
we 
| pe 
Pp 
m 
fa 
p 
m 
its 
a 
pe 
pi 
0 
b 
} be 
tr 

| 


Round Table Discussions 125 


Heten M. Stronc.—The value of the foreign trade of the United 
States in 1924 was eight times that of fifty years ago, though the popula- 
tion was only three times as large. Eight billion dollars is a considerable 
investment for one year in the foreign trade enterprise, $4,600,000,000 
being exports, and $3,600,000,000, imports. Among the nations of the 
world only the United Kingdom exceeds this foreign trade budget. 

In its attitude toward foreign trade, however, the United States differs 
markedly from its English neighbor. In spite of the great value of its 
foreign trade, the domestic market is worth yet more to the American 
producer, for he exports his goods principally in order to be able to im- 
port raw materials for his. factories and luxuries for his own use. This 
country is, and will be for some years to come, so nearly self-sustaining 
that foreign trade will not be to the people a question of food and very 
existence, though it must necessarily be of great importance in relation 
to the business prosperity of the United States. 

This enormous increase in foreign trade has grown out of the economic 
development of the country founded, consciously or unconsciously, upon the 
utilization of its natural resources and the relation of geographic and eco- 
nomic elements to similar factors in other lands. When the population 
of this country was small, its farm area large, and its manufacturing in- 
dustry small in proportion to domestic needs, more than half its exports 
were crude foodstuffs or other crude products, but in 1924 these formed 
only about a quarter of all exports, while manufactured products of all 
kinds had increased to more than 60 per cent of all exports. The relative 
position of these two groups among imports into the United States pre- 
sents a complement to the export movement, and just as directly grows 
out of economic and geographic conditions within the American common- 
wealth and the nations from whom it buys. In 1875 approximately 30 
per cent of our imports were crude materials and crude foodstuffs, nearly 
70 per cent being manufactured goods, but in 1924 nearly half our im- 
ports belonged to the former groups, by far the larger share being crude 
materials for use in manufacture. 

Thus, it is apparent that the foreign trade of the United States is ex- 
panding vigorously, and at the same time, that the balance is shifting in 
favor of manufactured goods among exports and to crude products in im- 
ports. Another transition related closely to the future commercial develop- 
ment of the United States also is taking place in regional distribution of 
its foreign trade. About the same proportion belongs to North America 
and South America as before 1914, but there is a significant change in that 
for Europe and Asia. Before the war 62 per cent of our exports and 50 
per cent of our imports were credited to Europe. In 1924, however, these 
proportions were 53 and 30 per cent respeetively. Asia accounted for 
only 6 per cent of our exports and 15 per cent of our imports before 1914, 
but in 1924, 11 per cent of our exports and 26 per eent of our imports 
belonged to Asia. Direct shipping connections and larger volume of 
trade with Asia largely are responsible for this growing importance. These 
shifts mean broadly a more even regional distribution of the commercial 
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interests of the United States throughout the world. It is clearly evident 
that these trends have not occurred by chance, but have evolved naturally 
from interaction of basic factors in American trade, which will be potent 
elements in shaping future commercial developments. Not all nations 
possess the same natural resources as to kind and quantity, neither are 
they in the same stage of economic development. Herein exist, in some 
cases, conditions which will foster continuous exchange and in others, a 
relatively temporary mutual dependence. 

Natural resources of a permanent or renewable nature will favor con- 
stant commerce between regions having contrasting but complementary 
permanent or renewable resources. The more important natural resources 
of such a character in the United States are location with reference to 
other regions, area, climate, land surface, soil, and water power. Its 
mineral resources will last a longer or shorter time as the case may be. 

Of all the great producing areas, and in fact, of all the great nations, 


the United States is the only one whose domain extends from ocean to 
ocean, affording an outlook toward both the densely peopled manufactur- 
ing lands of Europe, and the yet more thickly inhabited areas of China, 


Japan, and India, where manufacturing has begun to create new and larg- 
er demands with greater purchasing power for some of the people. The 
United States also is fortunate in being situated north of the equator on an 
east-west route connecting it with most of the world’s land areas. Fortun- 
ately, its breadth is not as great as that across Europe and Asia, and, 
though large in extent, the area yet is favorable for transportation of 
commodities from coast to coast by rail or via Panama. No difficult barren 
deserts and mountains bar movement from coast to coast as is the case 
with Eurasia. 

The larger area of the United States gives it extensive crop lands, 
with more probability of varied and abundant mineral deposits, and greater 
variety of climates, than is the case with smaller countries. 

The climates of England, the Mediterranean, Russia, China, Japan, the 
Argentine, Chile, Southern Brazil, and southern Australia are all found 
in the United States. Manifestly climate makes for similarity of products 
between these countries and the United States, and exchange must be on 
the basis either of contrast in other natural resources or in stage or kind 
of economic development. Only two kinds of climate are lacking in the 
United States—polar and tropical. Since at present, agriculture is not 
especially flourishing around the poles, equatorial lands are those which 
grow the only commercial crops which cannot be raised in the United States, 
as far as climate is concerned. Rubber, coffee, coconuts, jute, cacao or 
crude cocoa can be raised only where there is no frost, while sugar can 
be grown extensively and gives yields only with twelve months’ grow- 
ing season. These six commodities alone made up more than one-fourth 
of all imports in 1924, while tropical agricultural products as a whole 
amounted to about $2,000,000,000 or about half all imports. Here is a 
basis for permanent trade due to permanent climatic differences, for within 
historic time climates do not change. Difference in time ef occurrence of 
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seasons between the northern and southern hemispheres also affords a 
background for permanent trade, as it enables a year-round supply of 
products to be maintained in the markets of the United States by importing 
from countries south of the equator. 

Surface and soil provide a valuable working capital for production of 
goods. The former is a permanent resource, while the fertility of the soil 
is renewable and therefore permanent if proper methods of cultivation are 
used. Another extremely valuable resource belonging to the United States 
is its large area of level fertile land, exceeded in extent by that of no 
other agricultural region. This makes possible the large-scale production 
of cotton, wheat, corn, and hogs. More than one-third in value of all ex- 
ports from the United States, amounting in value to more than $1,600,- 
000,000, is made up of these products. 

If our watersheds are protected properly, hydroelectric power will be 
a permanent resource, important for transportation and manufactures. 
Power at moderate cost is an important aspect in enabling our manufactured 
goods to compete in foreign markets. 

The mineral resources of the United States are an outstanding element 
both in its internal economic life and in its foreign trade. The American 
deposits of coal, iron, copper, petroleum, and phosphate form a significant 
part of the world’s supply of these resources. About 55 per cent of the 
world’s copper and iron is produced in the United States, and 70 per cent 
of the petroleum, while this country possesses half the known coal of the 
world. In addition to being extensive, most of these deposits are located 
favorably for utilization. They occur in large units, situated nearer the 
surface than many similar deposits in foreign countries. Exports of these 
commodities themselves and products manufactured from them make up 
more than one-fourth of American exports. The significance of coal power 
in manufacturing goods for export further indicates the value of these 
mineral resources in foreign trade. The large size of the deposits of Ameri- 
can coal, located near the surface, with thick enough veins for machine 
mining, as well as their high quality, gives the United States a competing 
advantage over other countries, such as Britain, Germany, and France. 
In the case of countries possessing small or low grade deposits of coal, 
the United States will have an advantage for some time to come due to 
difference in economic development, and hence difference in products. Argen- 
tina, Chile, and Russia are such countries. Furthermore, in tropical coun- 
tries, climate is not conducive to manufacturing, which makes them mar- 
kets for exports of manufactured goods. From the foregoing, it may be 
seen that considerably more than half the export trade, and the same 
proportion of import trade, is based on permanent or relatively permanent 
differences in natural resources between the United States and the foreign 
countries with which it trades. 

Due to one cause or another, aside from relation to natural resources, 
economic development differs in degree from country to country. Manu- 
facturing industry could expand in this country because of the abundance 
of power and raw materials. Both agriculture and manufacturing, how- 


128 {merican Economic Association 


ever, received their initial impetus from large demands in the home mar- 
ket. With the opening of the canals in the United States in the 1820's 
and 1830's, and immediately afterwards the railroads, the vast level fertile 
prairies were linked with foreign markets, and began to feed the manufac- 
turing peoples of northwest Europe. Development of these same middle 
west lands offered a compelling domestic market for American manufactur- 
ing activities, which responded vigorously to this demand that has ab- 
sorbed most of their attention until the last decade or two. 

This country has experienced the same process of evolution in manu- 
facturing as came earlier to European countries, so that today the differ- 
ences in products are not so great as in earlier years. However, in com- 
parison with other regions such as those in the Far East and in Southern 
Brazil, the United States is sufficiently ahead in industrial development 
to offer a basis of exchange with these people having similar climates hence 
similar needs and tastes to those in the United States. 

A summary view of the world trade situation reveals one outstanding 
fact growing out of the natural resources and economic development of the 
regions concerned. Foreign trade, to function most profitably and effi- 
ciently for all concerned, must become a complementary, co-operative 
world enterprise between nations, not a war of monopolistic competition. 
The United States will consume more of its own food products and man- 
ufacture the goods for which its raw materials give it economic advantage, 
while its permanent trade will be with regions of different natural re- 
sources which require its manufactured articles, and with areas providing 
commodities which cannot be produced in the United States. Due to the 
high standard of living here, these will include both raw materials for 
factories and luxuries in the way of food, clothing, and equipment of var- 
ious kinds. Our manufactured exports will pay for these imports, while 
we will, to a large extent, provide our own necessities, as well as some 
luxuries in the way of food, clothing, and shelter. 


E. Dana Durann.—There exists in England and Germany widespread 
pessimism as to the ability of these countries to recover their position in 
export trade, especially in competition with the United States. Current 
statistics lend considerable support to this attitude. When price changes 
are eliminated, the United Kingdom is found to be exporting only about 
three-fourths as much as in 1913 and were it not for the good fortune that 
the prices of her exports have risen much more than those of her imports, 
the trade balance would be impossibly heavy against her. The position of 
Germany is even worse and her poor showing is only partly attributable 
to her peculiar international complications and to the recent currency 
demoralization. Moreover recovery is just now proceeding but slowly. 
British exports for 1925 will hardly equal those of 1924, and German ex- 
ports, despite more favorable international relations, will show only a slight 
increase. 

International trade is due primarily to differences among the several 
countries (1) in resources, or (2) in the degree of industrial development 
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and efficiency, or (3) in the direction of that development. Were the 
people of all countries equally capable of conducting all branches of pro- 
duction, practically the only trade would be that resulting from the fact 
that a given country possesses some resource which another lacks and 
vice versa. A large proportion of trade, however, consists of the ex- 
change of goods requiring high skill of labor and management against 
foodstuffs and raw materials from countries which are less advanced in- 
dustrially either because of newness or of some inherent or historically 
developed backwardness of the people. 

Again through historical causes and more or less independently of dis- 
tribution of resources a given country may have specialized in some field 
of manufacture leaving it to some other country to specialize in another. 

The great reduction of transportation costs, during the past century, 
and especially the cheapness of ocean as compared with rail transportation, 
has rendered the difficulty of commerce between widely separated coun- 
tries (especially in products of comparatively high unit value) far less 
than formerly, and has thus increased the effectiveness of these three 
factors in producing trade. 

The great volume of trade which the United Kingdom and Germany 
possessed before the war was attributable on the one hand to their lack of 
several important natural resources and on the other to their high develop- 
ment in industrial efficiency and to the specialization of each in certain 
lines. The possession of abundant coal and iron—products lacking in 
a good many countries—constitutes almost their only purely physical 
basis for export trade. While both have good agricultural land and cli- 
mate, they could not possibly have supported so large a population ex- 
cept by importing heavily of foodstuffs and agricultural raw materials, 
and paying for these imports by manufactured articles which, save for 
superior efficiency and specialization, they could not have marketed. 

The present demoralization of British and German trade is due partly 
to a decline in their own productive capacity resulting from the war, and 
partly to difficulty in finding markets. The first, time is tending to correct; 
in any case it is not part of the purpose of this paper to consider that 
aspect. Suffice it to say that there is perhaps a tendency in England and 
Germany to overemphasize conditions in foreign markets and American 
competition and to underemphasize the internal demoralization of indus- 
try. 

The markets for the exports of England and Germany may be roughly 
divided into three groups: first, European countries; second, the United 
States; and third, all other countries. The existence of trade between 
England and Germany on the one hand, and other European countries on 
the other is the resultant of all three of the basic factors above mentioned 
as causing trade, these factors appearing, of course, in varying propor- 
tions in different cases. The main point as to the future of this trade is 
that the only important respect (apart from Germany’s altered boundaries 
and apart from artificial trade restrictions) in which the situation now 
differs from that before the war is the diminution in Europe’s buying 
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power resulting from the war and from the Russian revolution. The same 
natural conditions which affected the export from England and Germany 
to Europe remain substantially unchanged. The future of this trade will 
depend greatly on the pace of general economic recovery in Europe. At 
the present moment conditions appear more favorable for such recovery 
than at any time since the war. 

The export trade of England and Germany with the United States, for- 
merly due chiefly to the newness of this country, has more recently rested 
largely on specialization of industry. The position of this country as a mar- 
ket for England and Germany, apart from changes in our tariff which lie 
outside of the scope of this paper, has no doubt been altered somewhat by 
the war. The temporary shutting off of European sources during the war 
caused expansion in this country of industries supplying goods formerly 
imported largely from them—notably chemicals from Germany and fine tex- 
tiles from England. The lower wages in England and Germany and their 
long technical experience are causing a very considerable resumption in the 
export of their specialties to the United States. Our imports from the 
United Kingdom in 1925 are likely to reach over $400,000,000 as against 
an average of $279,000,000 for the five pre-war years. This increase is 
probably not much less than the advance in prices so that quantitatively 
our imports are not much below the pre-war figure. Imports from Ger- 
many will be about $150,000,000 against the pre-war average $176,000,000, 
but the decrease is much less due to the shutting off of markets here than 
to the demoralization of German production. For many years before 
the war our imports from England and Germany had increased steadily 
despite the still more rapid growth of manufactures in this country. We 
took from England 80, and from Germany 60 per cent more in 1914 
(fiscal year) than in 1904. Is it not likely that apart from possible 
artificial factors this movement will be resumed, perhaps at a somewhat 
slackened pace, despite the fillip which the war gave to competing indus- 
tries in this country? Certainly the steady growth of wealth in the 
United States tends to make this country, at the same time that it gains in 
efficiency as a competitor in world trade, a bigger market for luxury goods 
and for any class of goods which foreign countries can produce either abso- 
lutely, or relatively, more efficiently than ourselves. 

The export trade of England and Germany to countries outside Europe 
and the United States is largely due to the comparative absense of manu- 
facturing industry in those countries, most of which are either newly 
settled or backward. Much of the fear of the Germans and the English 
for the future of their trade arises from the assumption that these countries 
will hereafter require fewer manufactured goods, or at least that their im- 
ports of these will grow but slowly and that the export industries of the 
United States will more than absorb any increase. It is pointed out that 
such countries are themselves gradually developing in manufacturing in- 
dustry, and that in fact the leading industrial nations have been them- 
selves constantly contributing to that development by investments there 
in mining, manufacturing, and transportation enterprises. Is it not prob- 
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eth that this development will continue until there is little demand on the 
part of such countries for imports of manufactures? 

The answer, I believe, is in the negative. It will require an enormously 
long period for the more backward peoples to approach the efficiency in 
industry possessed by Western Europe and the United States. Likewise 
it will be no little time before those newer countries which are being settled 
by more advanced peoples will find it profitable to manufacture anything 
like all of the goods which their resources permit them to manufacture. 
So long as agricultural land and forests are abundant it pays best to 
produce those things in which nature can do the largest share of the work. 

Meantime the same causes which are tending to increase manufacturing 
industry in the newer and the more backward regions are also tending to 
develop their natural resources, to increase their production of foodstuffs 
and raw materials, and to improve their transportation facilities. Con 
sequently, they tend to have more and more with which they can buy man- 
ufactured goods. Increase of consumption of manufactured articles in 
them may be quite as rapid as increase in the local production of such 
articles; even if it is less rapid there may still be for a very long time an 
absolute increase as distinguished from a relative increase in the volume 
of imports of manufactures. 

The possibilities of the situation may be illustrated by what is happening 
in our own country. Our imports of manufactures have continued to in- 
crease despite the growth of our factories. Allowing for price changes 
they are at least twice as great as thirty years ago. The relations among 
the different sections within the country also illustrate the point. Manu- 
factures are steadily being developed in the more newly settled sections 
and in the South. Nevertheless the older manufacturing states find their 
manufacturing industries also steadily growing. Their share in the manu 
facturing output of the country is diminishing, but the absolute output is 
increasing. Exactly the same thing is happening with respect to the 
relations of Canada, Australia, Argentina, Japan, China, the East Indies 
and various other countries, with the older centers of industry. 

With the comparative cheapness of water transportation, Western Euro- 
pean countries are in no worse position with respect to transportation costs, 
in their relations with countries many thousand of miles away, than the 
Eastern states of our own country are with respect to the more distant 
parts of the United States. 

For a long peried prior to the war the imports of the newer and more 
backward countries had been rapidly increasing and despite the setback 
caused by the war the imports of many of them in recent years have been 
much larger than immediately before the war. While data are often not 
available to distinguish the various classes of imports in the case of most 
of the countries, and while part of the increase in total imports is due to 
greater takings of raw materials and foodstuffs, there is reason to believe 
that the rate of increase in the importation of manufactured goods into 
countries of this character has been quite as rapid as that in their total 
imports. The imports of North American countries other than the United 
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States amounted to $852,000,000 in 1911 and to $1,546,000,000 in 1923, 
an increase unquestional greater than the advance in prices. The cor 
responding figures for Asiatic countries are $1,891,000,000 and $3,969,- 
000,000, considera re than doubling. For Oceania they are $423.- 
000,000 and $838,000,000, and for Africa $683,000,000 and $1,056, 
000,000. Argentina’s imports increased 75 per cent in value during the 
same period, and those of the Caribbean countries of South America like- 
wise increased h« 

As regards the effect of the competition of the United States on the 
future ability of England and Germany to export, there is, of course, little 
doubt that this country will continue to increase steadily in the exporta 
tion of manufactured goods. It is quite likely that this increase will 
be at a more rapid rate than that of the importation of manufactured 
goods in world markets and that consequently the share of the English and 
Germans in supplying such goods will diminish. It by no means follows, 
however, that in absolute amount their exports of such goods must decline, 


or even remain stationary 
It should be borne in mind that this relative gain of the United States 


in supplying world markets for manufactured goods is by no means a new 
thing, and that despite it British and German exports of such goods rapidly 


increased until the world war came with its demoralizing effect on their 
industry. United States exports of manufactured goods (semi-manufac- 
tures and finished products other than foodstuffs) increased by 155 per cent 
in dollar value between 1901 and 1913. Notwithstanding this greater 
competition German exports of all classes combined (consisting chiefly 
of manufactured goods) increased during the same period by 128 per 
cent and British exports by 88 per cent. 

It is a mistaken opinion sometimes expressed by our European com- 
petitors that American exports of manufactures have increased more rapidly 
during the past decade than before, on account of the shutting off of Euro- 
pean exports during the war. This is by no means the case. Our exports of 
manufactured goods in 1925 were about 110 per cent greater in dollar value 
than in 1913, but approximately half of this increase was attributable to 
higher prices, so that quantitatively the increase was much less rapid than 
during the twelve years preceding 1913. The truth is, of course, that the 
rate of growth of demand in world markets for manufactured goods was 
greatly checked by the war, not only directly by the reduced buying capac- 
ity of the warring countries for such goods, but by the reduced buying 
capacity of neutral countries resulting from their inability to export as 
much as usual to the warring countries. 

The rate of increase for the near future in the capacity of the world to 
absorb exports of manufactures depends very greatly on the rate of re- 
covery of Europe’s buying power. The more Europe can afford to buy 


from other continents of foodstuffs and raw materials, the more those 
continents can buy of manufactured goods. Should the rate of increase 
in world imports of manufactured goods again attain that before the war, 
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room would be made for a material increase not only in American exports 
but also in those from the United Kingdom and Germany. 

The fear of the Germans and the English of American competition is 
partly based on mistaken economic ideas. There is a tendency to assume 
that world consumptive capacity is narrowly limited and that increase in 
the exports of one country must necessarily mean decrease in those of 
others. In the long run, consumption is limited only by production. The 
demand for any given class of articles, especially those of a less advanced 
character, may in fact be limited, but there is always room for more of 
the more elaborate goods and for new classes of goods, provided buying 
power exists. Increased competition from the United States in certain 
lines might of course compel European competitors to shift to other lines, 
a process involving temporary hardship. 

Another error in principle is involved in the assumption that if the 
United States can produce more efficiently than England and Germany 
it will necessarily drive them out of world markets. The exports of any 
country are limited by its need for imports. A country self-sufficient in 
every respect, able to produce everything as cheaply as it could be pro 
duced anywhere in the world, would have no foreign trade at all, no matter 
how rich or efficient it might be. The degree of self-sufficiency of the 
United States is extraordinarily high. In striking contrast with Western 
European countries we import mostly things with which we could dispense 
altogether or in considerable part. It is only because of our great wealth 
that we import anything like as much as we do. Even as it is, imports, 
and correspondingly exports, constitute a far smaller proportion of our 
production than is the case with Western European countries. 

No doubt if the United States continues to increase in wealth its people 
will desire to use part of their additional income in expanding purchases 
of exotic foodstuffs and raw materials, although there is a disposition 
to undertake the production in our own country of various articles now 
obtainable only from abroad. The desire to increase imports, however, 
will be nowhere near as imperative as that of the Western European 
countries which are dependent on the outside world for much that is basic- 
ally necessary. 

Another factor in creating temporarily a desire for increased export 
is investment in foreign countries, although of course the ultimate object 
is income from these investments which must take the form of imports. 
Just now the United States is making heavy placements of capital abroad 
which carry with them a large volume of exports. Investment abroad, 
however, is constantly subject to the strong competition of opportunities 
for investment at home. 


NATIONAL AGRICULTURAL POLICY 
By Joun D. Brack 
University of Minnesota 


A year ago the American Farm Economic Association made na- 
tional agricultural policy the central theme of its program. In casting 
about for material to present to the general association this year, it 
seemed to us of the agricultural group that the best thing that we 
could do would be to bring together the results of that discussion and 
get the reaction of the general group to it. The term policy implies 
a more or less carefully considered and fundamental course of action 
followed consistently for a period of years. Our discussion will there- 
fore be from a rather long-time point of view. It will have some re- 
lation of course to the impending legislation in Congress and the pre- 
sent political situation in the United States, but only incidentally. 

There is question, of course, whether we are really ready for a definite 
agricultural policy at this time. Policy involves settledness of ideas; 
and settledness of ideas involves settledness of a country itself and its 
people. Perhaps we are too new a people really to have a settled agri- 
cultural policy. In any case, it is not something which a few people 
can decide and impose upon the rest. It is something which a people 
themselves must grow into. But growth requires nourishment. The 
growth-substances of true national policies are free discussion and 
education. If we economists of today have any settled ideas on the 
subject, we owe it to the public to speak out with them and thus make 
our contribution to the discussion. If we still disagree as to other 
phases of it, then we owe it to the public to keep on discussing these 
among ourselves. Some sort of policy is actually in the making. It 
will be made either with or without us. No one of us nor all of us 
together may feel equal to the task of saying what such a policy shall 
be; but surely, if our study of economics all these years has accom- 
plished anything at all, we must have some contribution to make to it, 
and if we have, we owe it to the public to make it. 

To discuss in detail in one session all the phases of national agri- 
cultural policy would be a hopeless undertaking. The particular point 
of departure chosen for this program is embodied in the following re- 
mark made by the late Secretary Wallace: 


“During the next twenty years, either consciously or unconsciously, the 
United States will adopt fairly definite policies as to industry and agri- 
culture. We are approaching that period which comes in the life of every 
nation when we must determine whether we shall strive for a well-rounded, 
self-sustaining national life in which there shall be a fair balance between 
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industry and agriculture or whether, as have so many nations in the past, 
we shall sacrifice our agriculture for the building of cities.” 


Secretary Wallace felt very distinctly in the latter days of his ad- 
ministration that agriculture in the United States was already in the 
foreshadow of an eclipse, and that only determined effort on the 
part of all public agencies could save it from ultimately passing fully 
under the shadow. 

Secretary Wallace was not alone in this feeling. Senator Capper, 
for example, speaks in his The Agricultural Bloc of the “impending 
decline of agriculture, such as occurred in nearly every great civiliza- 
tion that has disappeared,” and of a “new era in our national history 
in which we cannot allow the balance of real production which comes 
only from the land to get out of balance with dependent manufactur- 
ing industries, commerce, banking, and government,” also of the “con- 
tinued growth of commercial and industrial America, if accomplished 
by reaching out to distant countries for food,” as surely to be “accom- 
panied by the decline of the American farmer to a lower grade of 
living. In most other countries,” he goes on to say, “the farmers 
have been held in a peasant class, subservient to a ruling commercial 
class.”” 

That term “peasant” has become the byword of the present agri- 
cultural situation. I do not know who first introduced it into the 
discussion—perhaps it was introduced at a score of different places— 
but whenever one goes among the farmers today, he is told that the 
farmers of the United States are fast sinking into peasanthood, like the 
farmers of Europe. “We shall not be peasants,” has almost become 
the word of the hour in the rural districts of the United States. 

The first question to be answered, of course, is whether or not this 
urbanization of our country really needs to be checked. This in- 
volves considering the causes and consequences of it. If it needs to be 
checked, then the ways and means must be examined. 

The census of 1920 showed only 48.6 per cent of the people of the 
United States living in rural territory and cities and villages of 
less than 2500 inhabitants. In 1850, the comparable figure was 
80 per cent. The shift has therefore been at the average rate of 4.5 
per cent per decade. A closer examination of the figures shows that 
for the first forty years of this period, the shift averaged only 4.0 
per decade, as compared with 5.1 for the last thirty years, and 5.7 
for the last twenty years.’ Thus the trend seems to be accelerating. 
The United States Department of Agriculture’s figures on annual rural 
population movements, based upon rather meager sampling, show a 


*All citations from Chapter II, The Agricultural Bloc. 
71910 Census, Vol. I, p. 34; 1920 Census, Vol. II, p. 79. 
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net increase in rural population for the five years from 1920 to 1924 
of only 400,000, and an actual loss of over 300,000 for the years 1922 
to 1924... Hence the shift has probably been still more accelerated 
since 1920. 

This account of the urbanization of the United States takes no 
account of geographical differences. Some of our Eastern states 
average as many people to the square mile as Germany and France, 
and almost as many as Belgium and England. Industrialization has 
been going on more rapidly in recent years, however, in the East 
Central States than in the North and Middle Atlantic States. Michi- 
gan led all other states in the last decade. Some portions of the 
South are also industrializing rapidly. 

I thought it worth while on this point to take a poll of opinions. 
Do people generally agree with Secretary Wallace and Senator Capper? 
Accordingly I wrote to a considerable number of editors of farm 
papers, presidents and deans of agricultural colleges, presidents of 
farm organizations, and leaders in public and political thought, asking 
them whether or not the present trend should be checked, and why. 
Only two editors of farm papers out of fifteen thought that something 
should be done to check this trend. There were two more, however, 
who thought that the best people were leaving the farms and that 
something should be done to check this. 

Only one agricultural college president or dean out of thirty-five 
who wrote me gave a clear affirmative answer to this question, and he 
did it in these words: “As a matter of national policy I think some- 
thing should be done to check this trend. In other words, I think 
that the welfare of the nation depends upon a continued balance be- 
tween urban and rural population. A study of economics, political 
science, history, and sociology of such European countries as Belgium, 
England, and others, convinces me that the best type of national 
civilization can be maintained only by maintaining a happy and pros- 
perous rural population properly proportioned to the urban popula- 
tion.” There was one other whose answer implied a “yes.” There 
were eight of this group who believed that the quality of our agricul- 
ture is suffering under the process, and at least five of these apparently 
felt that this should be stopped. One described it as “economically 
sound,” but “regrettable from a sociological viewpoint,” and “de- 
plorable” from “purely social reasons.” Two of this group suggested 
the interesting point of view that “peasanthood” is more a human 


11925 Report of the Secretary of Agriculture, pp. 32-3. 

7A better measure of distribution between rural and urban is percentage of 
persons gainfully employed in argriculture and industry. But this measure gives 
the same rate of shift, 4.5 per cent per decade, as the above, from 44.4 per cent in 
1880 to 26.8 per cent in 1920. 
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than an economic condition, that it we keep on selecting out our most 
efficient and most enterprising for the city, that we will have left on 
our farms in due time a class of people who are capable of earning 
only a poor living in any line of work, and who will come more or less 
contendedly to live the life of an inferior class. Such a description 
fits nearly enough the condition of our farm people in some sections 
of the South and East, in the case of the East at least as a concomi- 
tant of our rural depopulation, to give us reason to pause and con- 
sider the idea. Surely the draining off of our most efficient farm 
people, if it is occurring, and if it continues, will eventually give us a 
farming class of reduced earning power and relatively lower standards 
of living. 

The only statement I can find on the subject in President Coolidge’s 
various addresses on agriculture is the following: “Our country must 
not be given up entirely to industrial development. It must seck a well 
rounded-out, complete and independent existence. A country without 
agriculture is shorn of half its strength and necessarily vulnerable.” 

This statement suggests that the President would favor checking 
urbanization the moment it threatens to get to the point where we 
are no longer able to feed ourselves. Whether he favors checking it 
now, can not be told. On other occasions he has spoken in favor of 
national agricultural self-sufficiency. So have Secretary Hoover and 
Secretary Jardine. But national agricultural self-sufficiency proba- 
bly means in their minds, for the present, merely the cutting down of 
our surpluses of wheat and corn and cotton, and growing more flax 
and wool and peanuts. The 1925 Report of Secretary Jardine speaks 
of a “natural balance of population between the farm and the coun- 
try” which should not be violently disturbed.” Assuming that he is 
responsible for this statement, it suggests that he has no interest in 
checking urbanization as such. 

These men were also asked to give the reasons for this urbanization. 
They gave a list of twelve reasons, all of them sound. The very com- 
pleteness of the list indicates that these men are thinking well on the 
subject. Hence it is a matter of grave concern that they so generally 
gave as their major reason the greater rewards and opportunities 
offered by the city, and that another large group spoke of the better 
living advantages in the city. The remaining reasons given were all 
really included in the first one—they really explain why the city has 
been able to offer greater rewards and opportunities. 

Since these men see in such causes as above listed the reasons for 
the cityward drift and the urbanization of the country, they therefore 


*Livestock International Exposition, Dec., 1924. 
"Page 34. 
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look upon it as “economically sound.” To check it would mean still 
greater discrepancy between the city and country rewards. Some go 
so far as to say that it can not be checked, that it represents an eco- 
nomic force which it would be useless to oppose. A number of the 
correspondents were even a trifle exasperated by the question. Why 
should anybody want to stand in the way of an equalization process 
of this kind? Such a position represents a degree of faith in the 
efficacy of our competitive system which economists, who ought to know 
the most about it, would hasten to disclaim. As will appear later, it 
is easy to conceive of a different working of our so-called competitive 
system that would give us more farmers and better rewards at the 
same time. 

Let us consider for a moment some of the usual arguments for 
checking urbanization. First, is the belief that it is taking the best 
of our country people to the city. Dr. Carl Taylor, in the paper 
that follows this, accepts this belief as well founded. It is true, we 
have little actual data to prove it. There is surely clear evidence 
in some rural sections, however, that the level of productive efficiency 
and enterprise has been sinking surely. Common observation, and 
the judgments of men such as my correspondents from all over the 
nation, cannot be altogether mistaken in such a matter. If it is oc- 
curring, it cannot be allowed to continue, for in the end it would give us 
a decadent agriculture; and if this kind of selection is a necessary 
part of urbanization, then it is an almost conclusive argument against 
it. But surely it is not a necessary part of it. Surely we can still 
have urbanization and maintain and even improve the quality of our 
rural folk both absolutely and relatively. The ways and means of 
this will be discussed later. 

There seems to be a tendency in many people’s minds to confuse the 
quantity of agriculture with its quality. They think that a relatively 
unimportant agriculture must mean a poor agriculture. England 
is the best example of this. Just because her agriculture has fallen 
far behind her industries and commerce, may, in fact, even have de- 
clined absolutely as well as relatively, many people are disposed to 
assume that her agriculture is poor and her rural folk degenerate. 
Yet where on the continent of Europe will one find farmers as pros- 
perous and independent as those of England in the last twenty-five 
years. The time may come in the United States when, as Mr. Henry 
A. Wallace predicts, only one-fourth of our people will live in the 
country. But there is nothing in this fact to indicate that this one 
fourth will not be more prosperous and of better quality than our 
present one-half. 


*Perhaps her farm labor is another sort of story. 
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Then there is the political point of view, which is to the effect that 
the manufacturing and commercial classes will presently out-vote the 
farmers, and manage affairs to the detriment of the farmers. The 
first answer to that question is that this is being done right now, 
but the reason for it is that the farmers are helping them doit. Num- 
bers do not count unless they are mobilized and intelligently led. There 
never will be a time when the political strength of the nation will be di- 
vided into two camps, the farmers against the rest of the nation. The 
conflict is always between a large number of interests, and in this 
conflict, the farmer interest will always be a powerful one if it is 
organized and knows what it wants and ought to have. 

If a second answer is needed to this political supremacy argument, 
it is that the farmers are going to be in the minority in the country 
anyway, no matter what they do—urbanization cannot possibly be 
checked enough to save them—and that therefore they must learn to 
operate as a minority group. 

Then there is the self-sufficiency argument—that we must be able 
to feed and clothe our people ourselves in case of war or other emer- 
gency, and hence must keep urbanization from going too far. I think 
it can be said without fear of contradiction that there is little likeli- 
hood of this nation’s acquiring an urban population so large that our 
vast fertile areas cannot be made to feed and clothe them abundantly 
in time of war. Consider the expansion that took place in one year 
of the last war. The President’s plea for a nation agriculturally 
“independent” is not even sound sentimentally. 

We have been told many times that a farming population is neces- 
sary to keep our Ship of State from grounding upon the rocks of in- 
dustrial radicalism. Walt Mason once pictured the state of Iowa in 
a cartoon as an old farm nag plodding steadily up the road and 
wearing a very large pair of blinders. Recent events would seem to 
indicate that Iowa farmers are no longer wearing blinders. The time 
will soon come when our farmers will be as accessible to new ideas as 
any group in the nation. That is exactly what rural mail delivery, 
automobiles, and the radio mean to our country people. The com- 
mercialization of agriculture points in the same direction. Neverthe 
less, ownership of land, like ownership of any other property, does 
make for stability in a people, and a nation half of farmers is likely 
to ride on a more even keel than a nation one-fifth of farmers. 

Dr. Taylor will also present to you the analysis of certain other 
social and also cultural advantages of a nation not too greatly ur- 
banized. The country may not have any advantage over the city at 
present in the matter of health, but it is capable of offering greater 
advantages. The same is true in the matter of education and rearing 


| 
il | 
40) 
o- 
4 
y | 
88 
re | 
Ww 
it 
ve 
1e 
or 
st 
r 
ve 
ce 
y 
d 
c- 
8 
y 
st 
ill 
r 
| 
ly 
d | 
n 
e. 
re 
y 
€ 
r 


140 


{merican Economic Association 


of children generally. The country, if provided with all the arti- 
ficial advantages which are its due, is surely a better place in which to 
live than the city, and a better place in which to rear our future citizens. 

There is enough validity to these arguments to make a nation want 
to keep itself predominantly rural if it is possible. Any checking of 


urbanization, therefore, which can be accomplished without sacrifice 
of the economic well-being of either city people or country people, 
should surely be undertaken, and undertaken at once. We can even 


go a little further and say that some measure of economic advantage 
should be sacrificed in favor of keeping a country as rural as possible. 
In other words, a nation can afford even to burden the city industries 
a little and subsidize rural life. 

It will be interesting, therefore, to look over our agricultural policy 
in the past and see what its attitude toward agriculture has been. 
Following are summarized the results obtained from scanning through 
our history for the past seventy-five years from this point of view, 
and in particular, scanning through the reports of all the commissioners 
and secretaries of agriculture from 1845 to 1925, and the messages 
of all the presidents. ‘The influences which have shaped the destiny 
of our agriculture during this period are here placed in three groups: 
positive, negative, and other. 

Among the positive influences the following may be enumerated: 

1. Vigorous encouragement of the rapid settlement of our public 
lands, by liberal sales and homestea? policies, by grants of land to 
railroads, by public irrigation projects, etc. 

2. Further attempts to exploit our agricultural resources fully by 
introducing all manner of new plants and animals, or new varieties or 
breeds, that might thrive in this country. Important examples of 
successful introductions are alfalfa, durum wheat, pima cotton, and 
probably sugar beets. The Secretary of Agriculture in 1863 listed 
forty farm products not grown in the United States, all of which 
should probably be grown here. Included in the list were tea and 
coffee. All were probably tried one time or another. The first dis- 
tributions of tea plants were made in 1859. In 1860, 32,000 plants 
were distributed. Between 1876 and 1885, $28,000 were spent upon 
a government tea farm. As late as 1898, Congress appropriated 
$1,000 for experiments in tea culture. In 1900, Secretary James 
Wilson stated that tea could be grown for fifteen cents a pound in the 
United States, and sold at thirty cents, making a profit of 100 per cent. 
The silk worm episode is almost as exhilirating. As late as 1904 and 
1905, secertary Wilson was still urging tea and silk culture. The 
first mention of sugar beets was in 1864, in a statement that we were 
paying $100,000,000 annually for imported sugar, and could grow it 
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from sugar beets ourselves at one-half that cost. Sugar beets were 
pushed hardest in the days of Secretary Wilson. In 1923, sugar from 
beets represented only one-tenth of our total consumption, and this 
with a tariff equal to nearly half its price. 

3. Constant effort to check diseases and pests of plants and an- 
imals, to develop new breeds and varieties, improve cultural methods, 
etc. The report of the first commissioner of agriculture in 1848 
stated that one purpose of his department was “to make two blades 
of grass grow where one grew before.” 

4. Encouragement of, first, education in agriculture, then researh, 
then extension. Few countries have done more of these things, even 
in proportion to their size, than the United States. 

5. Only recently, mostly in the last twelve years, development of 
marketing services of all kinds, including inspection, grading, market 
news, etc. Also research in the field of marketing, and recently some 
encouragement to co-operative marketing. 

6. Developing foreign markets for farm products. This was an 
important activity in the days when American products were being 
discriminated against in Europe, and has become important again of 
late. 

7. Within the last ten years only, improved credit facilities for 
agriculture. 

8. Since Harrison’s administration, tariffs on some farm products, 
frequently without regard tu whether they would be effective or not. 
The Democratic party usually removed these duties or lowered them 
when it was in power. 

9. Unrestricted immigration until recently, which greatly hastened 
the development of our agricultural area from 1840 to 1900 particu- 
larly. 

10. Recently, improved mail and road facilities. 

The following is a list of policies which have had an opposite or 
negative effect on agriculture: 

1. Heavy import duties on manufactured products. No nation 
has ever gone in for stimulating urban industries on so vigorous a 
scale as has the United States. The duties now generally average 
around 40 per cent of the value of what few manufactured goods are 
imported. Coupled with this, most raw materials of manufacturing 
have come in duty free, even though they compete with domestic farm 
products in some cases. Hides, vegetable oils, and Egyptian staple 
cotton are cases in point.’ All of this was done in the beginning to give 
our infant manufacturing industries a chance to get started. We 
were a largely agricultural nation, and thoughtful people agreed that 


*Please understand that the author is not here arguing for tariffs on these products. 
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we would all be better off if we diversified. But we allowed the in- 
fant to grow so strong that it has overmastered us. The effect has 
been to penalize agriculture by making farmers pay higher prices for 
what they buy, whi he protection they are receiving on their farm 
products is adding little to offset it. It must also be remembered that 
tariff protection for industry raises the whole level of money wages 
(not real wages) in the cities The protected industries take labor 
away from the unprotected ones and the exporting ones, until only 
the more efficient units of these, those which can meet the higher wages, 
are left producing. Along with this is a reduction in per capita out- 
put, because the labo: now used in less productive industries. The 
same analysis probably aj to the land and capital goods also used 
in production. The result is that nearly all the things which the far- 
mers buy from the city, not just the dutiable goods, cost appreciably 
more. The total effect is not 40 per cent, but it is surely more than the 


2 per cent that certain quaint jugglers of figures managed to get in- 
serted in President Coolidge’s recent Chicago speech.’ 

Also the wages the farmer pays his hired labor are higher because 
of the competition of the protected city industries. Thus the farmers 
who are near the margin are crowded out just as are the marginal city 
producers in unprotected industries. More of them do without hired 
labor and farm less intensively. Similarly, they do without so much 
machinery and feed and fertilizer. 

Our attention is frequently called to the fact that our middleman 
margins are about the highest in the world. The middlemen tell us 
that their margins are high because their costs are high. Their costs 
are high because wages and rents are high. These are high because 
middlemen must compete with protected industries. The same analysis 
applies to railroad rates. This, of course, is merely one of the ways 
in which manufacturer’s tariff subsidy is in considerable part shifted 
to agriculture. 

The whole effect of this set of circumstances is a considerably re- 
duced volume of agricultural production and agricultural population, 
and also as will be explained later, a reduction in farm incomes and 
rural standards of living. 

2. During the same period of increasing protection for city in- 
dustries, tremendous incentives were made available for the rapid ex- 
ploitation of our rich mineral and timber resources. No other nation 
has ever cast its natural resources as wantonly to the first comers as 

*It is not possible to determine how much the tariff does raise the farmer’s cost 


of ee 9 The higher prices farmers pay for supplies, machinery, etc., are partly 
reflected back to the city in higher prices for food and other raw materials. 
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the United States. The raw materials of this exploitation gave us 
the means wherewith to underbid the world with our products. 

3. Incidentally, the rapid depletion of our forests gave us a vast 
area of cut-over land now lying desolate or turning slowly into second- 
growth, and supporting no population whatever, which if developed 
slowly and wisely would have supported a considerable population 
that would have combined farming with timber work. 

4. Transportation rates in this country have probably been made 
to favor large established city centers at the expense of small centers. 
A system of rates set up on the basis of decentralizing industry would 
probably also give us more people living on the surrounding farms. 

5. Our liberal corporation laws, permitting an almost limitless 
amount of capitalization of expectation and stock-watering, have stim- 
ulated city expansion. One consequence of this is the excess capac- 
ity so common in industry. The very corporation itself, even if kept 
rigorously within the proper bounds, is a great incentive to city en- 
terprise. The farming type of business has nothing to equal it. The 
corporation is not suited to it. 

6. Our tax system has in effect subsidized industry and commerce 
at the expense of agriculture. Professor Warren in his Agricultural 
Situation takes the following figures from the reports of the National 
Industrial Conference Board, a manufacturers’ organization: 


Per Cent of Income Paid as Taxes 


1913 1919 1922 
Farmers 10 8 14 
All Others 6 13 11 


With the further reduction of income taxes that has come since 1922, 
and the rise in city incomes, the percentages by now are about back 
to their 1913 relationship. The farmers will continue to bear more 
than their share of taxes until more of them can be collected as other 
than general property taxes. 

7. Probably after 1860, unrestricted immigration favored city 
growth more than it did country growth, since more of the immigrants 
remained in the cities. 

8. Lastly, in a period when urban industry is being consciously 
stimulated, and it is responding splendidly to the treatment, all eyes 
are focused upon it and agriculture is neglected. It is assumed that 
it can take care of itself, and this assumption continues long after 
the fact. 

In addition there are other influences which are not in themselves 

"Page 39, 
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matters of policy which nevertheless have been adverse to agri- 
culture. 

1. That irregular succession of ups and downs of the price level 
sometimes carelessly referred to as the “business cycle” has especially 
affected agriculture. In the nature of things, the farmer can con- 
tract his business very little when the depression comes. Deflation 
generally bears harder on the farmer than on the business man. This 
has especially been true of the recent deflation because of the land 
boom that came with the inflation. 

2. Readjustments between city and country probably take place 
slowly, even in highly disturbed periods like the last ten years. If 
there were no lag in these readjustments, of course rewards in city 
and country would always be equal. Enough people would at once 
move in either direction to equalize rewards exactly. The greater the 
lag, the greater the disproportion between rewards. It is, of course, 
because of this lag that the rewards are better in the city than in the 
country. Without the lag, the movement would have taken place all 
right, but the rewards would always have been the same. 

Since the changes required have nearly all been in the direction 
of requiring more people to live in the city, the lag in readjustments 
has constantly favored the city, and hence city rewards have con- 


stantly been higher. Added to this is the effect of the rapid increase 
of the population in the country, making necessary an annual move- 


ment to the city of several hundred thousand. A vast amount of hu- 
man inertia in the aggregate must be overcome to get this many 
people to leave home and go to the city. It is conceivable, of course, 
that after a long period of this kind that the cityward movement 
might acquire a momentum that might carry it farther than basic 
conditions warranted; but it is doubtful if such a period has ever 
occurred in our history. 

3. In the nature of things, the small isolated farm unit is not in 
a position to realize most of the opportunities of large-scale pro- 
duction, such as large-volume buying and selling, scientific analysis 
of tasks, experimentation to improve methods, differentiation of tasks, 
thus providing degrees in jobs all the way from roustabout to general 
manager, etc. If agriculture is ever to realize these advantages, some 
strenuous efforts must be put forth to put its organization upon a 
different basis. 

4. For similar reasons, farmers as independent-acting units are 
weak in bargaining power when it comes to buying and selling. They 
also generally use poor judgment in choosing when to sell. They 
have not had in the past and do not have yet, except in a few isolated 
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instances, the organization necessary to put them on a basis of equality 
with the city in this respect. 

Now we must all admit that the nation has done many things for 
its agriculture. But the point is that it has done much more for the 
city, and farming is of such a nature, as we have just pointed out, 
that it needs to have vastly more done for it than the city if it is to 
maintain equality with the city. The saying that there is no greater 
inequality than the equal treatment of unequals, is all to the point 
here; and yet we have not even treated agriculture as well as the city. 

The conclusion therefore is that our national policies have favored 
the city more than the country; and this in spite of the very good 
reasons pointed out above for favoring the country a little if any favor- 
ing is to be done. The result has been, first to give us a larger per- 
centage of our population living in the city, and second, better incomes 
in the city than in the country. If the farm people moved to the 
cities the moment that city incomes were a trifle higher, their incomes 
would always be the same in the two places. But they do not, and 
the result is lower incomes in the country. A third result has proba- 
bly been to give us an adverse selection of people for farm work and 
country life. This in turn has also lowered the earning power of the 
farm population. 

One of the reasons, of course, that farm people do not move to the 
city more readily, is that they are satisfied with lower standards of 
living and of work. Professor Taylor points out as one reason for this 
the inheritance of the low standards of the frontier. Only self-denial 
and hard work made sucessful pioneering possible. Our farmers are 
so little removed from frontier conditions that they still retain a 
heritage of frontier standards of living and work. Even more im- 
portant than this influence is the heritage of low standards brought 
over from Europe. Even in the second generation, and in many cases 
in the third and fourth, farm people of foreign stock work harder 
and deny themselves more in order to get ahead than our farm people 
of native stock. 

Differences in incomes between city and country not only determine 
the amount of money which families can spend on their living, but also 
the amount of taxes that can be raised for education, roads, and other 
local improvements. But differences in incomes by no means tell the 
whole story. A considerable part of the quality of living has to do 
with such things as nearness to good schools and churches, libraries, 
doctors, social clubs, and most important of all, good stores; also 
with opportunities for recreation, sociability, and inspiration and 
leadership; and the satisfaction that one gets from one’s life work. 
Quality of living is in large part based upon the use made of the time 
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and energy ¢ le of the regular work. This is especially true for 
the women and ldren of the family. Some of these things are more 
difficult to p n the country than in the city. Distance is such 
an important country. Country people really need good 
roads far more t ty people need good streets—that is, if they are 
really to live—t se they dwell so much farther apart, and so much 
farther fron doctors, and stores. But the city people got 
their streets first It in the matter of education that our neglect 
of the count: ost real. We need only to compare our rural 
education syst th that of Denmark to see how we have failed in 
our duty. 

We are no ly to consider the question of what our policy 
should be in it tion to agriculture, and its balance with urban 
industry. ‘The « s of such a policy should be in the first place 
to put agriculture on a basis of equality with urban industry, and in 
the second } pecially for the present at least, in view of the 
balance of favors in the past, to subsidize agriculture and country 
life a little. If this can be done, in the first place, we will have a 
relatively larger rural population; in the second place, incomes will 
be relatively better in the country, at least for the time being, and 
very shortly lity of rural living. This will be followed 
by fewer and fewer of the more efficient and enterprising people leaving 
the country for the city. The final aim of such a policy must be to 
give us a rural ration that offers most of the opportunities for 
fame and fo nd for the arts and graces of life that the city 
affords. 

If national } 1 the past has given us conditions that have 
worked against objectives, then it can be made in the future to 
give us condil it will work for such objectives. Such a policy 
relates itself to following heads: tariffs, export bounties, and the 
like; immigration; land development and land settlement; transporta- 
tion; taxation; credit ; co-operation and rural organization; education. 
Obviously it will not be possible to cover all these heads in detail. 
What follows is meant rather to characterize than to outline policies 
in detail. 

In view of the effect of our past tariff policy upon agriculture, the 
obvious procedure is to reduce present duties on manufactured goods. 
This of course must be done rather gradually. The reduction must 


be directed at first simply to checking any further growth of indus- 
tries that cannot stand alone, and then a little later to the actual 
weeding out of the more inefficient of the plants, and only after a 


considerable period of years, perhaps as many as thirty or fifty years, 
to the basis o the efficient plants which are able to stand alone, 
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or perhaps in some cases, to no plants at all. Furthermore, the effect 
of shutting down of plants on particular locations should always be 
considered. It may be necessary in some cases actually to force labor 
to move to other areas, but in general, some substitute employment for 
labor in the same area should be developed, and if possible, some sub- 
stitute use for the factory buildings. 

Obviously all tariff changes should be preceded by a careful study 
of the industry, this study being directed to the end of forecasting the 
effect of the tariff reduction on the industry as a whole, and also 
upon particular plants. The kind of study needed is not a study of 
“differences in cost of production between this and foreign countries.” 
Some attention must be given to trends in production in other coun- 
tries, trends in world prices for this product, and the like; but the 
place for most of the study is at home in our own industry. At the 
best, the reductions in the duties will be experimental; that is, only 
a small reduction should be made at first, and then the effects of this 
should be watched fer several years. This will furnish the basis for 
passing upon further reductions. 

But the final objective should never be lost sight of, which is to 
leave us with no manufacturing industries which are not able to stand 
alone, unless it is advisable to retain them for military or other similar 
reasons. If such a program were carried out, we would find ourselves 
still with great manufacturing industries utilizing the wonderful 
resources of our mines, our farms, and our forests. Some lines of 
manufacturing would be more expanded than at present, particularly 
those in which we are now out-producing the world and supplying 
foreign markets. But on the whole, the country would be much less 
predominantly industrial than it will be if we continue on our present 
basis of stimulating industry at the expense of agriculture. 

The same policy should be followed for agricultural tariffs as for 
other tariffs. Tariffs should not be taken from flax until a sub- 
stitute system of farming with much less flax in it can be developed ; 
likewise for sugar beets and sugar cane. In any case, the tariff re- 
ductions should be gradual. Also if in the not too distant future 
some farm product promises to be produced here advantageously, it 
would be rational and even safe to protect it a little and hasten its 
coming. This may apply to dairy products. There are two types 
of farm products which, climate and rainfall being satisfactory, will 
not maintain themselves in the United States to a sufficient extent 
to give a full domestic supply. One of these types requires very ex- 
tensive methods—like wool and flax and possibly wheat. The newer 
regions of the earth out-compete us for such products. The other type 
consists of products requiring much man labor, such as flax fibre, 
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hemp, tea, and silk. Dairy products may be just on the edge of this 
group. If so, then as our population grows we will presently pass 
into a condition of self-sufficiency and even export in dairy products. 
Dairying was apparently in this stage before the war; but our agri- 
culture has been extensifying ever since. 

The Department of Agriculture is to be highly commended for its 
work in introducing new plants into the country. But it should 
be more careful in the future to demonstrate that they are economically 
possible as well as physicially possible. No introduction should be 
given out for general cultivation until an economic place for it has 
been clearly demonstrated. If such a place can be demonstrated, 
tariff protection for a few years would be entirely rational; but be- 
cause we are not rational, also extremely dangerous. As witness of 
which, let me again mention sugar beets. 

The agricultural self-sufficiency, of which some men in high places 
speak, and to secure which they would levy tariffs, it will be apparent 
to all, simply means growing less of products for which we are well 
suited, and more of other products for which we are not so well suited, 
and hence a lowering of real incomes not only of farmers but of the 
whole nation. 

I know that some persons look upon such a tariff program as here 
outlined as extremely visionary. It does not seem so visionary if we 
take in enough of a period of time and group of nations to obtain a 
little perspective The industrial classes of Europe, that recently 
kept Great Britain free trade, that have kept Belgium free trade, and 
have helped keep Holland free trade, may at any time make Germany 
turn toward free trade. With Great Britain, Germany, Belgium, 
Netherlands, and Denmark on a largely free-trade basis, this will be- 
come the dominant note in Europe. It is therefore not visionary to 
look forward to days of tariff reductions again—it is only forward- 
looking. If there is one reason more important than others why the 
farmers of the United States should not swing to protection, it is that 
they will probably have to swing back from it again. This country 
of ours is going to continue industrializing for a time; and our work- 
ingmen are probably going to go the way of British workingmen and 
vote for cheaper living and higher real wages. Even President Cool- 
idge used this as an argument against price fixing and export cor- 
porations in his recent Chicago speech. 

There are others who tell us that such an analysis of the problem 
as this merely reflects an out-worn classical economic doctrine. They 
say that a true analysis must view each nation at any time as in a 
certain stage. They sometimes see a nation at any time as made up 
of various social groups struggling with each other for supremacy, 
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the policy at any time simply reflecting the selfish interests of the 
strongest groups. If social groups are going to settle it their way 
anyway, why have economists wasted their time talking about it? There 
are enough instances in history in which groups within a nation have 
submerged immediate gains or temporary social advantages for the 
sake of the larger good to furnish an economist an excuse for trying 
to point the way in the present situation. It is also extremely possi- 
ble for the struggling groups to be blind to their real interests, to be 
focussing so intently upon the immediate or the superficial as to lose 
sight of the true. There have been times in history when economists 
have been able to explain and point out the true situation to enough 
people so as profoundly to influence national courses of action. Are 
these days entirely over? At the present moment in this country, 
we are largely at the mercy of a powerful group which believes its 
interests will be furthered by continuing a high protection policy for 
manufactures. Shall we as economics simply say: “There is a tide 
in the affairs of nations when all of them are high protectionists. We 
are now at such a tide. Why worry?” Perhaps so. But I believe it 
is possible to carry nationalistic or institutionalistic economics to the 
point of complete nothingism. 

There is much that we might learn about tariff policy from the 
little nation of Denmark, consistently free trade since 1863. With a 
soil one of the poorest in Europe, with no resources in coal, iron, and 
other minerals, she has waxed in prosperity till no farmers in Europe 
live any better if as well. But her manufactures have grown too. 
Urbanization is going on as fast as in protectionist France. In spite 
of a rapid population increase—17 per cent a decade—her emigra- 
tion has never been large, and has declined from eight thousand per 
year in the eighties to four thousand per year at present. It is highly 
significant that when the flood of American wheat hit Denmark, she did 
not set up tariff barriers as did France, Germany, and Sweden, but set 
about finding something which her people could produce to advantage, 
and set about producing it, and beat the world at it. 

The views of my correspondents on the subject of the tariff were 
indeed interesting. About a third of them saw no relation between 
tariff policy and the balance between agriculture and industry. A 
dozen of them felt that the tariff at present favors the city. At 
least three were willing to go as far as to pass export corporation or 
bounty legislation. Several others expect the tariff to be of great 
benefit to farmers eventually when we begin importing wheat, meat, 
dairy products, eggs, and the like. I find it necessary to explain to 
these, as well as to four editors of farm papers, as many more college 
presidents and deans, and two senators, that tariff protecton does 
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not raise the standard of living of a people as a whole, but on the 


contrary lowers it; that trading with a nation with a lower standard 
of living than ourselves does not lower our national standard of living, 
but on the contrary raises it. One might as well say that a man was 
lowering his in by buying a horse for $100 which it would cost 
him $200 to grow It is good economy for nations as well as individ- 


uals to buy anything which they can buy more cheaply than they can 
produce it. It means a net gain for the nation. Of course, if you are 
growing a crop which takes lots of hand labor, the countries with 
low wages can undersell you. But you should not be trying to grow 
that kind of a crop. You are lowering the average income of the 
farmers of the nation by so doing—yes, even if you succeed in getting 
tariff protection for it. 


All the rest of the tariff question relates to the political strategy 
of it—the political devices to be employed in getting the tariffs on 
manufactures reduced. It is entirely possible that export corpora- 
tion and export bounty agitation may be very efficacious devices. Un- 
der cover of it, we have already secured additional funds for agricul- 
tural research, and expect to get the right sort of co-operative mar- 
keting bill passed. We never would have obtained these at this time 
if we had gone after them directly. But it is not the purpose of this 
paper to discuss realistic politics. 

Nothing could be more serious for our agriculture in the end than 
to bring another flood of immigrants with low standards of living onto 
our land. They would force from the land a large number of our 
present farmers with their improved standards, and force the general 
level of living on the farm back ten or twenty years. The general 
concensus of opinion among the correspondents, I am glad to report, 
was for keeping up the present barriers, and even raising them. Sev- 
eral would like to see the Mexicans put on a quota basis. Several of 
the farm editors and college deans brought this out very forcibly. 

A few people seem to confuse the effects of immigration restriction 
with the effects of tariff restrictions. Letting people into our coun- 
try means an actual dividing of our resources with them; letting their 
products in means a profitable exchange of products with them, and 
actually making our resources go further. As long as the low-wage 
peoples stay in their own countries, they can do us no damage, and 
they may actually help us by selling us some handmade goods more 
cheaply than we can make them ourselves. 

Those who wrote me on the subject of land development, without a 
dissenting voice, and especially those coming from the west where the 
irrigation projects are, said that land should not be taken into use or 
prepared for use more rapidly than economic conditions warrant, and 
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most of them stated specifically that no new lands should be developed 
until the population catches up with agricultural production again. 
Many said that what we need more is to farm better the land we now 
have. A few feel that the time is coming soon when we will be needing 
more land for crops, and that therefore we should be planning for it. 
With this latter view I am disposed to agree. Now is the ideal time 
to do our land classifying, so that when settlement starts in again, we 
will know where to put the settlers. Now is the ideal time to cut out 
certain lands and set them aside for forest uses. ‘There will never 
be a time again when such a policy will meet with so little opposition. 
But as for actual development work, and more particularly, actual 
settlement, it should not be pushed at this time. Our state immigra- 
tion departments for the time being should rather turn their attention 
to keeping new settlers from getting onto the wrong land than to seek- 
ing new settlers. When settlement begins again, effort should be made 
to direct it to regions which clearly will never be included in forest 
reserve. And we need for the present an extremely rigorous forestry 
policy—one that will take cut-over land and abandoned land now 
growing up to brush and second-growth by the millions of acres and 
set it aside for natural reforestation; and then we need an enlarge- 
ment of our natural and state forest services until they are ample to 
take care of this growing forest domain. 

In the matter of transportation, many significant suggestions were 
made. Obviously our transportation problem is a large one and still 
unsolved. The general direction in which the solution lies, one would 
gather from the numerous suggestions, is some scheme of greater 
unification which will make it possible to adjust the rate structure to 
the larger needs of the nation. The concept of “scientific determin- 
ation” of railway rates on the basis of cost of service is mostly non- 
sense. Costs of different types of railway service cannot really be 
calculated. Railway rates should be determined from the point of 
view of accomplishing the ends desired. These ends are largely social 
in character and should be evaluated from the standpoint of long-run 
economy. Nothing very much should be done in the nature of really 
subsidizing the farm population. 

With only two exceptions, and these editors of farm journals in 
the east, those who wrote felt certain that farmers are bearing more 
than their share of the tax burden, and that the way out is higher 
income taxes and lower real estates taxes. Several also suggested 
higher inheritance taxes. Two suggested that the federal government 
should levy a higher inheritance tax than at present, but deduct 
amounts from its collections equal to the state inheritance taxes paid. 
This would cause all states at once to pass a state inheritance tax law. 
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Those who discussed the volume of public expenditures saw little 
chance of its being reduced. A few spoke of the danger lurking in 
the present propaganda for tax reduction. They pointed out that 
it is easy for the public mind to confuse true economy brought about 
by more efficient administration of public funds, with false economy 
consisting of the denial of expenditures badly needed. 

I have no doubt that if the men who answered my inquiry as to 
taxation were given a chance to settle the matter, they would continue 
our present income and estate taxes at the present rates or higher, 
and that they would use the funds so obtained in several of the follow- 
ing ways: 

1. Paying off our national debt more rapidly. 

2. More federal aid to building highways. 

3. Greater expenditures in establishing national forests. 

Federal aid to strictly rural education. 

Greater expenditures upon the crop and livestock reporting serv- 
ice aad the general statistical service of the United States Depart- 
ment of Agriculture. 

6. Federal aid to counties in home demonstration work, county 
nurses, county hospitals, and the like. 

It should be added that the taking of higher income and inheritance 
taxes is justified on more grounds than simply ability to pay. Large 
incomes and large fortunes are in themselves indications of benefits 
received, or social arrangements in the past that have made such in- 
comes and fortunes possible. What is more rational and just than 
to take from the well-to-do in our cities in the form of taxes some of 
the fruits of the tariff and other advantages they have enjoyed, and 
use the funds so obtained to put agriculture on a basis of equality with 
the city? 

Few thinking people are alarmed at Secretary Mellon’s bogy of dis- 
couraged industry. It should be plain to all that what we actually 
need is some rigorous checks on the wild orgies of promotion such as 
the present one which lead to inevitable collapse and depression. Noth- 
ing could be better evidence of unhealthy profit-taking. Further 
evidence is in the great excess of producing capacity in so many of 
our lines of industry. 

Special mention should also be made of the great need for revision 
of our forest taxation policy. 

The general concensus of opinion on the subject of credit for agri- 
culture was that we have credit agencies enough at present, but that as 
at present administered, they have not been adequate to the needs of 
agriculture, nor are likely to be in the near future. That the Federal 
Farm Loan System is not meeting present needs adequately, is demon- 
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strated by the fact that our Minnesota state credit system recently 
loaned forty million dollars in a few years, and stands to lose very little 
of it, in spite of insufficient administration and political interference. 
Think of the loans our large co-operative organizations have been able 
to secure. ‘The tremendous needs of the south for production credit 
must be met at reasonable interest rates. All of these needs for credit, 
in fact, are not really needs for more credit, but for credit in better 
forms, more wisely administered and at lower interest rates. The 
new loans in each case have largely replaced other forms of credit. 
One of the institutions which has been replaced most of all is the country 
bank, one of the weakest parts of the system. Generally speaking, its 
scope is so small that a few bad ventures in a bad year may put it out 
of business. It needs the insurance that comes with being part of a 
larger system. Moreover, its volume of business is small and its costs 
high. If anyone is thinking that our agricultural credit problem is 
largely solved, let him change his mind. 

In organization lies one of the major hopes of our agriculture. Our 
farming people must get together around a common understanding 
of their problem and defend it to the last ditch. Only in this way can 
an agricultural minority protect itself and the true interests of the 
nation. It must also be more highly organized in a business way. 
It must have something which will take the place of the city’s corpora- 
tion. The call is for increasing integration in agriculture—first in- 
tegration in buying and selling, then in a measure and increasingly 
in production. This does not mean factory farming, but rather the 
co-ordination of small units in some lines of activity, the co-operation 
of small units in providing many services and in many joint activities. 
It may even in many cases be carried to the point of co-ordinated 
management of groups of farms. ‘The county agent will not be re- 
placed—he is an educator; but many of the activities that he is now 
carrying on will be taken over by staffs of business agents employed by 
organizations. 

But we have already made much progress. The nucleus of such 
organization is co-operative marketing. Already our co-operative 
organizations are extending their activities widely in the field of pro- 
duction. They must do so increasingly. I could say nothing on this 
point any more forceful than some of the public utterances of President 
Coolidge and Secretary Jardine. A year ago the administration was 
disposed to start off on the wrong tack in its aid to this movement. 
Today both are squarely behind a plan of assisting it which has the 
support of all the co-operative organizations in the country, and, I 
should add, of all the presidents and deans of agricultural colleges, 
all the agricultural editors, and all the leaders of farm organizations 
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in the country. But ultimately the co-operative organizations must 
broaden their interests beyond the confines of single commodities. 
For example, they must come to look at the tariff problem from the 
point of view of all agriculture and the nation as a whole. Is it 
necessary to point out that when agriculture is organized as I have 
indicated that it will no longer be necessary for an ambitious young 
man to go to the city in his youth in order to carve out a career? 


The common understanding around which our farmers must get 
together, must be a right understanding. If we had such an organ- 
ization today, it is much to be doubted whether it would have such 
an understanding. Its leaders might, but the rank and file of sup- 
porters would not, and hence the leaders would not be able to carry 
out the policies which they knew to be right. Could any better case 
than this be made for the need for education for agriculture? But it 
needs to be a different kind of education for agriculture than agricul- 
tural college students are now generally getting. Every boy and girl 
who graduates from an agricultural college today should proceed on 
the assumption that some day he may go to Congress. This means 
political science and economics and sociology as well as animal hus- 
bandry and agronomy—and all of it directed to the point of view of 
agriculture and the nation as a whole. The same kind of education 
should be carried down into the agricultural courses in high schools, 
and some part of it even into the rural schools, as is done in the folk 
schools of Denmark. It is no accident that the people of Denmark 
know how to co-operate and how to vote. They are taught it in their 
schools. 

But more important than even this is that our country people be 


taught how to live ow to plan their homes and their farmsteads, 
how to beautify their homes and make them comfortable, how to grow 
a good family garden, how to play and dance and sing and entertain 
one another in their social clubs. Why should rural education of this 


type not be supported out of the surpluses of the incomes of those who 
in the past have benefited at the expense of agriculture? 

There has been much discussion of agriculture of late, but most of 
it has been in relation to the recent and still partly prevailing agricul- 
tural depression. ‘This paper has little references to this depression. 
Instead, it reverts back to the fundamental issues as to agriculture and 
country life that were raised in Roosevelt’s days. These issues will 
be with us when in a few more years we have worked ourselves out of the 


present agricultural depression. It is now time to be looking be- 
neath the surface back to fundamental issues again. So far as the 
present is concerned, it will be highly desirable if a few more hundred 
thousand farms are abandoned. But while this is going on, we should 
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be building up a policy that will equalize agriculture and industry on 
a basis that will keep a relatively larger proportion of our people on 
our farms and improve their living at the same time. The policy 
which I have set up as calculated to attain such an end is one with 
which the present administration is much in sympathy in some parts— 
but much out of sympathy in its most important part; namely, the 
tariff, taxation, and increased expenditures to help put agriculture 
on its feet. We can expect little support for such a program as ours 
from the general press of the country, which for the present is willing 
to sacrifice nearly anything for income tax reduction. Our best hope 
is in the agricultural press. The degree of understanding and inde- 
pendent thinking that one finds in such farm journals as Farm and 
Fireside, Wallace’s Farmer, Successful Farming, the Southern Agri- 
culturalist, and the Northwest Farmstead (this list is by no means 
complete; it includes only those whose policies I have been able to 
study) augurs well for the future, and suggests that from them may 
come the next forward move. 


OUR RURAL POPULATION DEBACLE 
By Caru C. Taytor 
North Carolina State College 


Debacle is probably not a good term to characterize the rural popu- 
lation situation with which this paper is to deal. Dilemma might be 
a better term for the situation which sets the problem consists of 
two contrary sets of facts, each seeming to oppose the other. In the 
face of the fact that we do and always must depend upon farmers to 
produce the chief food, clothing, and shelter products to support the 
whole population of the earth, we seem to have reached a situation 
where we are remunerating them so poorly for performing this task 
that many persons tell them their only salvation is to quit. The drift 
to the city which is decried by some as the greatest tragedy of civi- 
lization is encouraged by others. Both these groups are friends of 
the farmer and if he listens to them both he is in a dilemma indeed. 

I suppose it is fair to say at the outset that these two opposing 
opinions arise from different points of view. One opinion is based 
upon a conviction that to have as many of our people reared on the 
farm as possible is essential to the building of a good civilization. The 
other opinion is based upon a conviction that our present economic 
system is operating with sufficient perfection to give us an index by 
means of prices to tell us how many people ought to be engaged in 
agriculture. Upon this conviction they state that we have too many 
farmers for the well-being of rural life. The dilemma is, then, how 
can we feed an ever increasing national and world population if the 
farmers do not produce more food supply, and how are the farmers 
going to live if they do not stop producing so much? I sup- 
pose I need not tell you that there are those who say we ‘rust ultimate- 
ly fail at this task of food and textile production even if we push the 
agricultural resources and the farmers both to their maximum of pro- 
ductive capacity. It shall not be the purpose of this paper, however, 
to argue this issue. What it shall attempt to do is to delineate the 
historical and psychological facts which led up to the present situation 
and to offer some suggestions which partake of something different 
from laissez faire economic theory. 

There is little question that the first rural problem to reach the 
proportions of universal concern in America was the so-called “tragedy 
of the urbanization of our population.” This was called sharply to 
our attention by the census report of 1910 and again in 1920. To 
the minds of many people, “the drift to the city,” and the “rural 
problem” were phrases that had practically synonymous meanings. 


The 


the « 


cade 
prise 
The 
keep 
“hov 
T 
enou 
all 
to tl 
time 
Sine 
thos 
and 
on t 
has | 


|| 
If w 
latio 
pop 
B 
Eng 
latio 
mon 
ing 
rura 
O 
live 
Fur 
pop 
cou 
fessc 
how 
rure 
can 
latic 
city 
A 
that 
rura 
doul 
deat 


Our Rural Population Debacle 157 


The idea universally aired was that this movement of population to 
the cities was leaving a decadent civilization in the rural districts, de- 
cadent because the cities were robbing rural society and the enter- 
prise of farming of all of their best minds and most ambitious citizens. 
The problem, according to those who held this opinion was, “how to 
keep the boy on the farm,” “how to retard the process of urbanization,” 
“how to uplift and regenerate rural society.” 

There is no question that the “drift to the cities” has been real 
enough and that it still continues. The census of 1790 counted as rural 
all persons living in cities of less than 8000 population. According 
to this classification, 96 per cent of the national population at that 
time was rural. In 1920, using this same classification, our rural 
population had declined to 56 per cent of the national population. 
Since 1880 the classification for rural population has included only 
those persons living in the open country, in unincorporated villages, 
and in towns of less than 2,500 inhabitants. During this period and 
on the basis of this classification the percentage of rural population 
has fallen steadily from 70.5 per cent in 1880 to 48.6 per cent in 1920. 
If we eliminate all incorporated towns and villages, the rural popu- 
lation in 1920 is seen to be only 40.1 per cent of our total continental 
population. We are now practically 60 per cent urban. 

Between 1900 and 1910 two entire geographic divisions—New 
England and the East North Central—lost absolutely in rural popu- 
lation. During this same decade six states—New Hampshire, Ver- 
mont, Ohio, Indiana, Iowa, and Missouri—lost rural population. Dur- 
ing the next decade three geographic divisions and fifteen states lost 
rural population. 

Of course, not all the persons who left these areas went to cities to 
live and work. Many of them went to other states and to Canada. 
Furthermore, by no means all the relative increase of city over rural 
population was due to rural migration. Millions came from foreign 
countries and millions more were added by natural increase. Pro- 
fessor J. M. Gillette. by a careful and fairly conservative calculation 
however, estimates, that over three million people moved from American, 
rural districts to American cities between 1900 and 1910. So there 
can be no denying that we are not only relatively losing in rural popu- 
lation, but that millions are actually leaving the rural districts for 
city districts and leaving the occupation of farming for city pursuits. 

An analysis of the character of rural population would indicate 
that it is largely young men and young women who leave the 
rural districts. The natural increase of rural population is almost 
double that of cities, due both to a higher birth rate and a lower 
death rate among rural people. A study of the age distribution of 
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the total population indicates that many persons born and reared 
to young manhood and young womanhood in the country have found 
their way into cities by the time they have reached maturity. The 
rural population has an excess of persons under fifteen years of age, a 
deficiency of those between fifteen and forty-five years of age, and 
practically a normal distribution of those over forty-five years of age. 
Dr. C. J. Galpin presents these facts concretely by somewhat the follow- 
ing illustration. “In the total farm population of the country (1920), 
25.7 per cent were under ten years of age. In a unit of 10,000 farm 
people, 1,900 young people are non-producing children. The farm 
unit is carrying a handicap of 670 children, while the city would have 
in their stead 670 producers. In a thirty million city group, there are 
two million fewer children under ten years of age than there are in a 
group of the same size in the open country.” Dr. Galpin adds, “It 
is evident that farm population is pouring this continuous surplus of 
adolescents, ready reared and ready educated by farm people, into 
city groups as producers of city wealth.” 

When millions of persons pick up “root and branch” and leave the 
environment in which they were born and reared, there can be no 
denying that stern forces are at work which, to the minds of those 
who move, portend serious consequences unless some action is taken. 


Nor should we lose sight of the fact that these forces are operating in 


relation to the total rural population—in the case of those who stay 
on the farm as well as in the case of those who leave. 

I have made a study of 1470 heads of families and unattached in- 
dividuals who hav 


Illinois, Kansas, Oklahoma, Arkansas, Louisiana, Texas, Mississippi, 


moved from the open country to Missouri, Iowa, 


Tennessee, North Carolina, and Virginia towns within the last ten 
years. The study reveals the fact that 35.7 per cent of them went to 
the city to participate in what they expected to be greater economic 
opportunities ; 26.9 per cent went to avail themselves or their children 
of better educational advantages; 15.7 per cent retired to city life 
because of old age or because they had accumulated enough wealth to 
live in comparative idleness the remainder of their days; and 15.4 per 
cent went to participate in a livelier and better organized social life. 
The remaining 6.3 per cent assigned the following reasons: “failing 
health or incapacity to do farm work,” “marriage to a man whose 


occupation was in the city,” or “death of the bread winner or entre- 


preneur.” This body of statistics while not elaborate probably rep- 


resents fairly the causes of rural migration to cities. In the vast 
majority of cases, these persons left the farm voluntarily and because 
they believed that urban life in one respect or another is to be pre- 
ferred to country lif 
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We have already noted that more than a due portion of the young 
people migrate to cities. Hundreds of thousands of young people 
just entering occupations and professions or who have recently started 
in life for themselves choose the city as their field of greatest oppor 
tunity. The very fact that a conscious choice is exercised in practi- 
cally all such cases helps to explain somewhat what type of people the 
rural districts are losing. In the first place, slow-minded people do 
not quickly take up new enterprises. They stay on the farm where 
the tasks of life are learned by apprenticeship and assimilation. Sec 
ond, a man who never reaches the stage of analyzing his economic and 
social outlook sufficiently to raise the issue of its comparative ad- 
vantages with other outlooks, is likely to be the very individual who 
perpetuates custom farming, makes it difficult to get the farm enter- 
prise on a scientific and business basis, and accepts without protest 
a low standard of living on the farm. Third, those who are most 
wide-awake, read most, seek cultural and business education, or most 
want to get on in the world, are the very ones who not only know 
about the higher dividend-yielding enterprises of society, but are just 
the type of persons who believe in themselves enough to volunteer for 
the financial batte. Fourth, those who are unwilling to put up with 
poor schools, poor churches, poor houses, little recreation and few 
social contacts, are altogether too often the persons who go to the 
city and battle for these things there and thereby help the city to get 
them, while those who make no such demands stay in the country 
and lower the level of competition by going without such things. 

If all of the brains and initiative which has been born or developed 
on American farms but is now guiding and furnishing dynamics for 
business enterprises in our cities, were to be turned back on to the 
farms, some of the things which I shall mention in the conclusion of 
this paper would come to pass in less than half a generation. 

There are two great historic explanations for the fact that the 
population of the United States was built up on the basis of agricul- 
tural settlement for the first one hundred and fifty years and since 
that time has tended to become rapidly urbanized. One of these is the 
explanation which comes out of an analysis of the influence of the 
industrial revolution upon rural settlement, and the other is the ex- 
planation of the influence of the “free lands” of this continent. The 
knowledge of the favorable land situation of this continent became 
widely known in Northern Europe just at the time when the indus- 
trial revolution was entering that section of the world. Many people 
undoubtedly came to this country to escape the influences of that 
industrialization movement. The vast land resources of America and 
the lack of trade and commercial technologies kept the industrial 
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revolution out of this country for practically a hundred years after 
it entered Europe. During this hundred years the continent was 
settled. Between 1620 and 1790, a period of one hundred and sixty 
years, less than four million persons had taken up permanent residence 


in the United States. Within the next one hundred years the popula- 


tion grew to almost sixty-three million, accompanied by a tremendous 
migration from Europe. Very nearly the sole cause of this migration 
was the land opportunities which the continent offered. Never before 
in the world’s history had just such a situation existed. Probably 
never again will such a combination of giant influences be brought 
together. The coming of the industrial revolution expanded trade 
and commerce at unprecedented speed. Here in America lay the land, 
some of it rich beyond the imagination, to furnish the raw materials 
for manufacturing, trade, and commerce. The coming of the steam- 
ship and railroad, both a part of the industrial revolution, made possi- 


ble and feasible the settlement of our lands and the placing of them | 


under cultivation. The result was an era of agricultural expansion 
which constituted a real epoch in the world’s history. Not only did 
people from all over western civilization migrate to our open and 
free land, but New England communities which had been settled, some 
of them for two hundred years, were practically depopulated by the 
westward migration. Between 1850 and 1860 the populations of 
Ohio, Indiana, Illinois, Michigan, Wisconsin, Minnesota, Iowa, and 
Missouri increased more than 167 per cent. Nearly forty-tree million 
acres of land were taken up in these states during this decade. This 
migration continued only slightly abated for a full generation. It 
lost all semblance of an economic adaptation and became a great 
psychological movement. About 1900 the tide of migration struck the 
limits of the frontier and turned back upon itself. Even then the fer- 
tile land of Canada served to keep up the belief that iand ownership 
and land speculation constituted the chief economic opportunities of 
this continent. 

When the fertile lands of the central river valleys were all taken 
up, population—that is, land-hungry farmers—pushed on into the 
semi-arid lands of Kansas, Nebraska, and the Dakotas. When these 
semi-arid lands were gone, millions of dollars were spent to bring the 
arid lands yet farther west under cultivation. Today we are reaping 
the results of this historic psychological movement. We now have 
under cultivation vast areas which lie beyond the margin of profitable 
production. Worse yet, we have a national land speculation complez, 
the essence of which is a conviction that almost any land which does 
not consist of river beds or mountain tops is an agricultural asset to 
be cherished. The war may have temporarily speeded up production 
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and temporarily have given a revaluation to the farm enterprise, but 
it was the historical and psychological movement of the land hungry 
farmers and the land speculators which gave us our surplus of farmers. 

Between the time when this historic migration began and the pres- 
ent, the industrial revolution has entered the United States, at first 
slowly, now at full tide. Its first influence was to encourage agricul- 
tural expansion by expanding the markets for agricultural products. 
Its second and more drastic influence was to take from the farm many 
refining processes which could be better carried on at points of power, 
population, and market concentration. Just what proportion of the 
pioneer farmer’s time went into toolmaking, lumbering and logging, 
textile and food manufacturing, it is impossible to know, but at any 
rate practically none of the modern farmer’s time is so spent now, 
and the direct result is twofold. Those who now live on the farm 
are specialists in the production of raw products, and those who carry 
on all other processes, at one time connected with the occupation of 
farming, now live in towns and cities. 

The combination of these two historic facts, the opening up and 
settlement of our Middle West and West, which built up a tremendous 
rural population, and the coming of the industrial revolution with its 
refining and distributing processes all centered in the city, gave us 
first a rural population expansion and then an inevitable rural popu- 
lation contraction. 

Furthermore the increased efficiency of the farmer himself, due 
to the coming of science and machinery during the last one hundred 


_ years, has been very marked, making possible the production of a much 
' greater volume of farm products with practically no increase in farm 
_ labor force. In 1830 it took three hours and three minutes of human 


_ labor to produce the average bushel of wheat in the United States. 
' In 1894 it required only ten minutes. In 1855 it required four hours 
_ and thirty-four minutes of human labor to produce the average bushel 
'of corn. In 1894 it required but forty-one minutes. In 1841 it took 


thirteen and four-tenths minutes of human labor to produce a pound of 
seed cotton. In 1895 it required but four and seven-tenths minutes. 
It has been calculated that the time saved in the production of our 
national wheat crop alone, by modern methods, over those used in 
1830, is almost three billion hours of human labor per year or an 
amount equal to the time of 109,393 men working ten hours a day for 
three hundred days. As a matter of fact, of course no such thing as 
the production of one of our modern wheat crops was possible at all 
in 1830. The evolution of agricultural efficiency in this nation of ex- 
cessive land opportunities has been indexed by a transfer from man 
power to horse power, and farm horse power to machine or mechan- 
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ical power. ‘I iit has been that agricultural efficiency has 
steadily increased while the percentage of rural population of the total 
national population has steadily decreased. 

This brief r ne of our short agricultural history serves to show 
how we came te e so many farmers, and why for the last half-cen- 
tury we have been losing many of them to city occupations. 

I would say that our dilemma is like all dilemmas, one that can be 
escaped by dodging between its horns. We have built a land specula- 
tion complex and we have built an urban complex. Farming is not 
paying today partly because we have too much watered stock in land 
values and too much faith in the idea that in some way a deed to a piece 
of land ought to yield its holder a profit each year and a higher price 
in the near futur This complex is not a result of cold calculation. 
It is rather a case of abnormal psychology. It, however, has a cen- 
tury or more of successful operation lying back of it, and is for this 


reason pretty deeply woven into our whole national mind and particu- 
larly into our whole rural mind. Quite contrary to this is the urban 
complex which we have also built into our national mind. We assume 
consciously or unconsciously that city life is to be preferred to rural 
life and that residence in the city whether for purposes of work or 
leisure is destined to be the opportunity of an ever increasing pro- 
portion of our national population. City enterprises regularly out 
bid farming for man power and money power. People seem to be more 
willing and more anxious to pay well for the products of the city, but 
not for the products of the farm. A universal knowledge that thes: 
things are true has done much to give city populations, city standards 
of life, and city culture a dominant position in the thinking and am- 
bitions of the nation. How to satisfy either of these complexes is not 


the agricultural problem before the nation, however. Rather than 


how to make it possible for all persons to live in cities, or how to 
translate the gains both present and future into land values, the prob- 
lem is one of rural efficiency and rural welfare. 

The problems of efficiency and welfare ought to be but two aspects 


of the same thing in a well-organized society. That is, there ought 
to be some means discovered by which the benefits resulting from in- 
creased efficiency could be generously reflected in the well-being of 
those responsible for the economic gains. Has this been true to any 
considerable degree in American agriculture? 

American farms are producing more in annual products than at 
any previous time. American farmers are producng more per man 
than any farm population on earth. Furthermore, they are pro- 


ducing more per acre than any previous generation of American farm- 
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ers has ever produced. With a greater gross production, greater 
per-capita production, and a greater per-acre production of the very 
goods which the world needs most, it is a peculiar situation indeed that 
the farm standard of living should be consistently and perpetually 
below that of the city. Is the solution to such a situation to let 
farm production lay until the population of the world cries for food 
and cries in terms of higher prices? If I believed that our present 
price system worked by divine fiat, I would say yes. But having 
no such belief I am inclined to believe that other solutions can be found. 

Assume that the day has arrived when land values have settled 
pretty accurately about the point which farm income justifies and 
that a few hundred millions of dollars now going into interest or rents 
are turned back into the standards of living of those who till the soil. 
Suppose, in other words, that land speculation has been pretty effec- 
tually headed off by methods of taxation. Suppose that farmers are 
universally organized into commodity-marketing groups and have 
learned to plant by the signs of the market instead of by the signs 
of the moon. Suppose that this has been going on long enough that 
they have developed business judgment and bargaining technique. 
Suppose we have finally recovered from our urban complex and have 
come to believe and know that rural communities are good places in 
which to live, that even men of leisure, brains and cultural ambitions 
can be both prosperous and polite while living in the open country. 
Suppose we ask whether the farmers are producing more food, clothing, 
and shelter products than society needs to keep its standard of living 
above the poverty line; whether low dividends in a business enter- 
prise constitute a sure index to an oversupply of labor in that in- 
dustry and especially whether high dividends constitute an open in- 
vitation for the foot-loose to flock into these enterprises? Suppose 
we raise the question of what industries the excess farm population 
ought to enter? Should they make cigarettes or cotton cloth or mine 
coal? Should they become retailers, wholesalers, manufacturers, bank- 
ers, oil, tobacco, or aluminum magnates, ditch-diggers, or just retired 
farmers? To rob the country of all of its bright minds and am- 
bitious people will not help either to build up rural civilization or to 
feed, cloth, and shelter the increasing population of the earth. To 
drive even all the incompetents from agriculture into city manual pur- 
suits might serve to break up a few labor unions, but it would not 
do much to raise the standard of living of either these incompetents or 
those for whose jobs they compete. 

The farmer’s task in society at large is to grow raw products to 
feed and cloth the world. If this is to be done adequately, there are 
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none too many fa he farmer’s task as seen from his own 
viewpoint is to feed , and shelter his own family and in addition 
to this to guarantee | | opportunities for health, education, rec- 
reation, and com vy life In order to do this, he must collect 
more dividends out of the markets to which he sells his raw products. 
We are back to the dilemma—how can he produce enough to make it 
possible for others to live satisfactorily and how can he collect enough 
from others to guarantee a satisfactory life for himself. 

Does this dilemma resolve itself into the issues of starving himself 
just a little more in order that others may live, or starving them just 
a little more in order that he may live? I believe not. It is a problem 
of the price system and the economic and social theories growing out 
of it. I do not mean by this merely the simple problems of making 
price by monopolies or by tariffs or export corporations. I mean that 
in some way, probably by economic education and economic group or- 
ganizations, the farmers of the nation must put themselves into a 
position where they can know the “mysteries of the pecuniary cal- 
culus” as well as the mysteries of soil and seed. They must place 
themselves in a position to reap the same sort of rewards that cor- 
porate businesses have accomplished by a theoretical, if not actual, 
separation of production technique and money-making. This is not 
an easy task. It is the task of introducing and inculcating big bus- 
iness methods into agriculture. This task has been accomplished by 
a slow accumulation of knowledge which began with the rise of trade 
and commerce and developed rapidly in city enterprises after the 
advent of the industrial revolution. It will develop slowly in the field 


of agriculture for two chief reasons: first, because agricultural pro- 
duction becomes organized in large proportions only at the point of 
marketing; and second, because the trained leaders in agriculture are 
spending most of their time, energy, and money in working on the 
occupational or technical production problems of agriculture rather 


than on the business problems of agriculture, and furthermore, be- 
cause many of those who are working on the business side of agriculture 
do not understand the intricacies of the price system. Until this 


task is accomplished, however, any one is justified in challenging the 
right of any one else to assert that present low farm income is a sign 
that 7.5 per cent, 10 per cent or any other per cent of our present 
farmers should leave the farms, cease to produce some of the prime 
necessities of life, and become hired manual laborers of the money- 
makers of the world. 


I wonder if what I have tried to say is at all clear. For fear it is 
not, may I summarize and recapitulate. I have attempted to say that 
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our favorable land situation in this country led to an unprecedented 
agricultural expansion which carried with it three chief effects. First, 
the bringing of millions of acres of land under cultivation which, de- 
void of the psychology of the movement westward, would not have been 
included in our farm enterprise until some later time. Second, this 
iand situation built a national land speculation complex which further 
encouraged the overexpansion of agriculture and pretty thoroughly 
complicated the economics of farm enterprise. Third, pioneer agri- 
culture with its hardships but compensating promise of rewards, 
cast the rural standard of living on such a low plane that it has now 
become a factor in lowering the level of agricultural competition and 
has become a system of rural culture. 

I have attempted to say that the coming of the industrial revolution 
has made it inevitable that an ever larger proportion of our gainfully 
employed shall be engaged in the refining and distributing processes 
of society, both of which processes are carried on in cities. These en- 
terprises hold advantageous positions in that their entrepreneurs sit 
where they can look both ways—toward the producers of raw pro- 
ducts in one direction, and the consumers of finished goods in the other. 
For this reason they have used the price and market systems of 
society to greater advantage to themselves than other economic groups 
can or have. Their superior dividends and greater cultural advan- 
tages have attracted the best minds out of the country, and these best 
minds have in turn helped to run the dividend-making machinery of 
these middle processes still higher. The result is we have built a 
thoroughgoing urban complex, based upon a belief and knowledge that 
city occupation and city life are, and inevitably must be, superior to 
farming and country life. 

I have tried to say that I frankly challenge the present distributive 
and exchange system as perfect judiciaries, which can decide just how 
many farmers we need by assuming that farm prices alone are a suffi- 
cient criterion of judgment. Farmers are not dumb animals whose 
sole importance inheres in their capacities to produce raw goods. They 
are people. They constitute communities. They build civilizations. 

I want to add this one broad sociological observation. As the de- 
velopment of agricultural efficiency advances, as farmers become 
capable of producing greater volumes of raw product with fewer far- 
mers, there confronts them three possible ultimate depositories for the 
gains of their increased capacities: first, to let the gains of their im- 
provements drift into higher land values; second, to let the results of 
their greater efficiency drift into the improvement of city life; and 
third, to discover knowledge and power by which they can convert 
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il gains into economic dividends and their economic 
i standards of living. 


land speculation complex working in behalf of one of 
these alternatives, 


our urban complex working in behalf of another, 


ness and rural culture complex working in behalf 


inally, and I think without question, I may assert that 


it is this third alternative with which the farmer is most concerned. 
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AGRICULTURE IN OUR NATIONAL POLICY—DISCUSSION 


L. L. Bernarp.—I think Dr. Taylor is correct in throwing the burden of 
proof back upon those who would defend the present market and price 
system as the proper norm from which to measure the farmer’s maladjust- 
ment to the existing system of production and distribution. This is the 
heart of the question under discussion. Both the economist and the sociol- 
ogist have abundant evidence from the history of social theory that the 
man of the market has always been suspected of being something else than 
merely a public servant. Aristotle for the Greeks emphasized this point. 
It was a tenet of the economic theories of the Middle Ages and not unknown 
to the Physiocrats. And it has been reiterated in our day by the propa- 
gandists for co-operation and the farmers of the Non-Partisan League, and, 
I believe, suggested by the papers this afternoon. And yet for all that, it 
may be largely an economic heresy, fostered by the agricultural classes and 
the consuming public. But I am inclined to think there is more to this 
belief than some of the professors of marketing and finance are willing to 
admit. 

Among the many other results of the Industrial Revolution was the crea- 
tion of a very large class of people whose business it became to manage the 
market. The city itself grew up largely as a huge market as well as a place 
where power, machinery, labor, and raw materials could be brought together 
economically for purposes of manufacture, and as a center of distribution 
and transportation. Thus the city has come to be the center of manufac- 
turing, of markets, of transportation, and of credits and financing. This 
last function—the capitalistic or financing function—has quite clearly come 
to dominate all of the other processes of production and distribution. 
There seems to be plenty of evidence that manufacturing corporations, 
railroads, and sometimes even international relations, are operated or con- 
trolled largely from the standpoint of maximum profits, rather than of 
maximum public service. This fact is apparent even from observation of the 
behavior of commission men who hold consignments until they become un 
marketable and then dump them into the river or the cannary. Under such 
conditions it is neither the producer nor the consumer whose interests ar¢ 
considered primarily by our marketing system, but the financier’s. 

If some one should ask whose interest should we expect him to consider, 
I would answer just as frankly, no one else’s. While this laconic conver 
sation might end the argument from the standpoint of economic fact, it 
would only begin it from the standpoint of social welfare and justice. It 
is this fact which has lent so much weight to the propaganda of the radical 
for public ownership and other schemes for the socialization of industry and 
the market which perhaps look better in theory than in practice. There is 
no inherent reason why one group of individuals, becoming ever more highly 
integrated and dictatorial in powers and policies, simply because they are in 
a strategic position financially, should be allowed to determine the conditions 
and rewards of production and the price of articles of consumption to all 
other groups. It is of course possible to show that the marginal financier 
fares as badly as the marginal farmer or the marginal consumer. But this 
fact scarcely offsets the other fact that the really astounding rewards are 
today to be found in finance, and the further fact that even the financial 
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dictatorship is not operated from the standpoint of the long-time effective- 
ness of production and distribution, even in the interest of the financier, but 
rather from the standpoint of the promotor, who hopes to make his killing 
now and not in the next generation. It is scarcely likely that agriculture 
will fare very well under such conditions, whether it is overmanned or 
undermanned. Agricultural production is the farthest removed from the 
ultimate market and is therefore most easily subjected to piecemeal financial 
exploitation. This opportunity for the financial exploitation of the farmer 
operates at both ends, so to speak. On the one hand there is more oppor- 
tunity to take toll for the overhead financial organizations at the various 
stages of the marketing and transforming processes. On the other hand, 
the farmer’s isolation from marketing activities has rendered him, as Dr. 
Taylor has pointed out, peculiarly inept at perceiving and protecting his 
own interests. The remedy for this is probably in better organization, as 
Dr. Taylor again suggests, which has already gone forward considerably in 
the form of economic co-operation. 

But, on the other hand, I have no intention of disregarding the possibility 
of rural overpopulation as an effective cause of the low standard of living 
and inadequate returns of the farmer. As Dr. Taylor says, the question 
of rural overpopulation is a difficult one to settle accurately. There is 
great danger of arguing in a circle about it. Are the farmer’s low standard 
of living and his long hours and low pay due to overpopulation and con- 
sequent overproduction, or are they due to an exploitive market, which does 
not enable him to earn even the poor livelihood which he has without 
working for unduly long hours and at low pay? If he worked shorter hours 
and demanded more pay, would he receive higher prices for his products 
and be able to raise his standard of living. I doubt this. An undue scarcity 
of labor in agriculture has been observable for a considerable period of 
years, but this fact has not been of much assistance to the farmer in raising 
the prices he receives, although it has increased the wages he has to pay. 
But even if this hypothesis is correct, apparently the farmer will not be able 
to put the policy into practice. Agriculture is relatively a simple industry, 
it can still be entered on a status above that of the day laborer without a 
very large amount of capital, and the grade of skill required for its simpler 
processes is low. Consequently a great many people enter it or remain in 
it in preference to going into urban industry. The farmer’s lack of cosmo- 
politan outlook and timidity also keep him on the farm when he might 
possibly do better elsewhere. 

If what I have said above seems to imply that the financial element in the 
market sometimes profits from its strategic position at the expense of the 
farmer and other elements in the productive process, I do not mean to indi- 
cate that this is the only source of difficulty. Our society is now carrying 
an immense load of endowed leisure both in the form of vested personal 
income and in that of enormous institutional endowments. Not all of this 
leisure makes contributions to social production. If it is true that when 
many men consume more than they produce others must produce for them 
what they consume, then some group or groups are bearing a pretty heavy 
burden in our society. And I think one of these groups is the agricultural. 
Of course many endowed institutions, amusement enterprises, and people 
of leisure are making contributions to the productive process, but many 
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others are only consumers of the labor of others or are making an inadequate 
return for what they take. It is at this point that the economics of the 
market fails completely to give an account of the normal social adjustment 
process. It may be true that running a jazz restaurant or speculating in 
stocks is as productive economically speaking, or in terms of the market, 
as farming, but it is not as productive socially. If economics aspires to 
speak effectively from a national standpoint on the question of agriculture, 
it must adopt the social viewpoint with regard to the market. 


O. S. Morean.—I shall confine my comments to Professor Black’s ad- 
mirably conceived and developed paper. In general I agree with the essen- 
tials as laid down in the paper. In the few minutes at my disposal I shall 
indicate emphasis rather than new points of view. The following two or 
three points are suggested. 

1. Education. Discussing the concept of a national agricultural policy, 
Professor Black states in his paper such a policy “is not something which 
a few people can decide and impose upon the rest. But growth requires 
nourishment. The growth-substance of true national policies are free 
discussion and education.” The educational methods proposed are good 
as far asthey go. Greater emphasis, in my judgment, can be laid on getting 
this new economic education out to farmer families as they stay close to 
their farms. Campaigning to get farmers out to the state college and 
experiment station makes a desirable summer excursion but quite a differ- 
ent thing for effective progressive education of farmers. The problem 
of local and district production, marketing, etc., can be argued effectively 
for most farmers right at the incidence of these problems. Lectures and 
demonstrations at the state college are comfortable for college instructors, 
and call forth comments of amazement from the farmer. But as for truly 
educating the farmer for his own local two-hundred-mile distant agri- 
cultural problems it is often not exhilerating education but depressing 
diversion. Briefly I should recommend for our large commonwealths a 
reasonable attempt to provide local trial stations in farming to the end 
that state leaders be mentally comfortable in farm localities, as well as 
farmers as students. 

The more abstract and difficult the discussion becomes the more im- 
perative is it that the farmers receive instruction in their home locality, near 
the concrete materials. With a broadening of state policy looking to 
such a close-up of local agricultural districts should come a much greater use 
of existing partially used agricultural educational agencies now often un- 
noticed by state colleges as potentially strong features of a well-balanced 
plan of agricultural education. 

In the college courses there is need for a faculty and student body de- 
voting themselves practically to separate lines of study in the third and 
fourth years of a four-year college course in agriculture. I should recom- 
mend not only a separate course for political science and economics wherein 
would be studied all the extant pertinent facts and near-facts but also 
that a similar specialized course be provided in rural sociology in which 
rural institutions would be evaluated, even to the despised institution, “the 
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farmer's home-beautifu rejected by early builders in agricultural eco- 
nomics. 

I interpret the recent falling off in attendance on the four-year cur 
rucula offered by eges of agriculture as signs that the country youths 
are fed up on th doctrine of production agriculture. As Dr. Black 
shrewdly observes the typical American youth may some day be a Con 
gressman. So I heartily say let us have more A. B.’s in agriculture and 
fewer B. S.’s 

Account needs be taken of an effective educational device that will 
teach agriculture of this broader sort from city centers. If the regulations 
governing our state and federal system of agricultural education do not 
permit of work by ricultural teachers in cities, then new regulations 
should be promulgated. Why not provide for rural life propaganda right 
in big cities? Fro y fourteen years’ experience in this city, I am cer 
tain the city is a neglected rural field 

2. Tariff. Personally I lean strongly toward the agricultural policy 
that aims to build up a solid farmer population on a tariff-free basis. I 
favor quality countrymen, just as I favor quality city men. If in an agri 
cultural era of higher tariffs, export dumping could be brought about in 
support of a poli f keeping up a theoretically more desirable farm 


population, I should heartily doubt its expediency. Such a policy might be 
transiently alleviative but it is not curative. For as Professor Black states 
in opposition to tariff on sugar beets, “tariff protection for a few years 
would be entirely rational; but because we are not rational, also extremely 
dangerous”. 

8. Land Development. I have no doubt but that the land development 
policy needs the careful study, survey, etc., set forth by Professor Black. 


A correct forestry policy is in the offing; likewise a well intentioned land 
settlement policy. But unless public officials charged with the administra 
tion of these sound policies are vigorously backed up in a national policy, 
it will fail under the disintegrating assaults of politics, commercial short- 
sightedness, and natural inertia. Scientists and public officials can with 


comparative ease hammer out such a land utilization policy. The tough 
bit of work lics just ahead in hammering the acceptable policy into the 
national and state practices 

4. Taxation. The tone of Professor Black’s paper is optimistic. To 
some it may seem radical. I gladly join him in some of the radical points, 
e. g., where he states on taxation, “What is more rational and just than to 
take from the well-to-do in the cities in the form of taxes some of the 
fruits of the tariff and other advantages they have enjoyed, and use the 
funds so obtained to put agriculture on a basis of equality with the city?” 
There is no doubt in my mind but that money spent in better country life 
conditions will pay the whole country larger dividends than money in- 
vested on any other sector of our citizenry And in all justice the rural 
section of our country is entitled to lavish constructive aids. 
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THE UNITED STATES TARIFF COMMISSION AND 
THE TARIFF 
By F. W. Tavussic 
Harvard University 

When the United States Tariff Commission was established in 1916, 
the thing that most people hoped thereby to secure was to take the 
tariff out of politics. It was on this ground that the erection of such 
a body had been advocated for years. The expectation doubtless was 
in some respects utopian. In the nature of things it is impossible that 
the settlement of a bitterly disputed question of public policy should 
be abnegated entirely by the voters and by Congress and left to the 
judgment of any set of Commissioners, even the wisest and best re- 
puted. But it might have been fairly expected that something should 
be accomplished toward lessening the influence which partisan rivalry 
and pecuniary interest had on the details of tariff legislation, and 
toward making the tariff, if not completely divorced from politics, at 
all events less subject to political maneuvering. And to that end a 
nonpartisan commission was thought serviceable. 

Two views were then held of the functions of such a commission. 
The more extreme was that it should have power to fix rates. On the 
basis of some principle supposed to be “scientific” it should settle just 
what the duties were to be. The other view, more moderate, was 
that it should be a body for investigation and publicity—a “fact- 
finding” body, ready to put well-considered and accurate information 
before Congress. It should always leave to Congress the final decision. 
All sorts of persons—both business men and men in public life—ad- 
vocated a commission of the first kind. But not only did it seem 
improbable that Congress would go so far as to abnegate its powers 
in this way, but the wisdom of such a step was also doubtful. A com- 
mission that was given such great responsibilities would necessarily incur 
bitter enmity, would be fiercely attacked, and might itself become a 
battle-ground for hostile partisans. 

It was the second, more moderate plan that was followed when the 
Tariff Commission was established by the Act of 1916. The Commis- 
sion was given sweeping powers of investigation, but no power to 
change the dot of an i in the tariff schedules. On this basis it func- 
tioned from 1917 to 1922. 

The question at once presents itself: Why a separate body for this 
simple and restricted object? Could not the task of investigation 
have been entrusted to existing agencies? Various branches of the 
Federal Government—the Census Bureau, the Department of Com- 
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merce, the Treasury Department, the Interior Department, the State 
Department, the Federal Trade Commission—were already doing work 
of this kind. Most of them were doing it well, and some of them were 
doing it in precisely the field to be covered by the Tariff Commission. 
Why add another? The only possible ground—and this was the de- 
cisive ground—was that impartiality was to be guaranteed. The 
other agencies were subject to the vicissitudes of politics. The secre- 
taries, assistant secretaries, and bureau chiefs, changed with every turn 
of the political wheel. Their attitude throughout was affected by their 
party affiliations. To secure, on this debated and delicate topic, data 
quite unaffected by any bias, and for this only, the Commission was 
set up. Careful provisions were made to ensure its nonpartisan 
character. The Commissioners were appointed for terms quite un- 
exampled in the United States—twelve years as compared with seven 
years for the Interstate Commerce Commission and five years for Fed- 
eral Trade Commission. No more than three of the six members of the 
Tariff Commission might belong to the same political party. 

Six years later, in the tariff act of 1922, an entirely new set of 
duties was imposed on the Commission. Something like the first of 
the plans just mentioned was turned to. The Commission was made 
an administrative body, with functions of quite a novel sort. Under 
the so-called flexible provisions it was given the power, or what was 
meant to be equivalent to the power, of fixing duties. 

This unexpected step—for myself I had never dreamed that Con- 
gress could be induced thus to divest itself of its plenary authority— 
is to be explained by the peculiar political situation of the time. The 
rampant protectionism of the Republicans had caused even their own 
chiefs to have forebodings. President Harding, always a compromiser, 
and quite innocent of any discernment on the real difficulties of the prob- 
lem, was desirous of having something moderate and conciliatory to 
show. The Tariff Commission itself was divided; some members wel- 
comed an increase of power and prestige; others were fully aware that 
troubles were likely to come. In the end, during the hurried hours 
of the closing sessions of the House, of the Senate, of their Committees, 
the fateful sections were worked in. 

The provisions are familiar. The gist of them is that duties are 
to be adjusted on the basis of differences in the cost of production in 
the United States and competing countries. If the duties exceed this 
difference—if the duties are more than enough to equalize costs of pro- 
duction—they are to be reduced. If they are less than sufficient for 
equalization, they are to be raised. To prevent highly disturbing 
changes in rates (I imagine this to be the reason) the power of change 
was somewhat limited ; the increase or decrease was not to be more than 
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50 per cent of the rates of the tariff act of 1922. As is usual in legisla- 
tion of this type, the delegation of power was in form to the President. 
It was he who should “upon investigation” order the change. But it was 
provided that the Tariff Commission should make the investigations “to 
assist the President in ascertaining differences in cost”; and he was to 
order no change until after the investigation by the Commission. It 
was designed by the framers of the provision that the Commission 
should virtually be the duty-adjusting body. And the intention was 
to get something quasi-automatic. Ascertain the facts; find whether 
duties are or are not in accord with the principle of equalization ; adjust 
accordingly. The mechanism was expected to work quite independently 
of the opinions or prejudices or party affiliations of the Tariff Com- 
missioners or of any other persons. 

Of the merits of this scheme on grounds of economic principle I 
shall say nothing. It has a curious vogue, not in the Untied States 
only but in other protectionist countries as well. Elsewhere I have 
stated why it seems to me quite untenable on general economic reason- 
ing, and indeed, if carried to its logical end, is quite inconsistent with the 
continuance of any trade between nations at all.’ But I shall ignore 
these disputed matters of principle, and confine the present discussion 
to the administrative aspects alone, and to the practicability of the ar- 
rangement as a modus vivendi in tariff adjustment. More particularly 
I wish to direct attention to the way in which the scheme has affected 
the nonpartisan character of the Tariff Commission—the very end 
and object of its establishment. 

Undoubtedly the proponents of the plan thought that the ascertain- 
ment of costs, and of differences in costs, was a simple matter. Cost 
accounting processes, it was assumed, are well developed and cost ac- 
countants are fairly plenty. Business concerns themselves are con- 
stantly reckoning their costs. Why should not a government agency 
do the same thing? And the economists have done their part in en- 
couraging such expectations. We had long spoken of costs as a sim- 
ple and almost elementary matter, and of the relation between cost and 
price as definite and clear. True, we have pointed out the fundamental 
difference between money costs and “real” costs. But we have tacitly 
assumed that money costs in themselves—the only costs to which the 
business world or the legislatures pay attention—can be ascertained 
easily enough, and that they present no problems that would em- 
barrass an administrative body or compel it to choose between different 
possibilities and conflicting views. 


*The reader who is interested may turn to what I have said in the paper on “Cost 
of Production and the Tariff,” in the volume entitled Free Trade, The Tariff and 
Reciprocity, Chapter VII. 
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Of late, however, we have learned that things are not so simple as 
all this. The experiences of the war, and the difficulties then en- 
countered in trying to fix “fair” prices, did much to open our eyes to 
the intricacies of cost ascertainment. The investigations of our gov- 
ernment bureaus, of the Federal Trade Commission, and of the Tariff 
Commission itself, have added to our information, also to our un- 
certainty. Let us consider some of the problems which have to be 
faced and solved before we can lay down what is the cost of a given 
article in the United States and what its cost in a foreign country. 

Take first, cost of production for agricultural products. On 
the general reasoning which we develop in our books, we should expect 
uniformity of money costs (not of “real” costs). From the account- 
ants’ and farmers’ point of view the rent of land is to be included in 
money costs. This being done, rent ought to act—on our general 
theorizing—as an equalizer or stabilizer; and money costs (or ex- 
penses of production) should be uniform; certainly in a given country 
and indeed, following our logic to the end, in all countries. Now, 
such figures as we have do not look that way, at all events for the 
United States. I will not stop to inquire into the explanation of the 
discrepancy between the theory and the figures, or indicate why I think 
the case not so damaging to the theory as at first blush it seemed to me. 
What here is of significance is that such figures as we do get show 
varying costs even in money terms. Which cost shall then be used? 
If the average, what sort of average? The marginal cost? This is 
what most persons trained in modern economics would probably say. 
But where place that margin? At the “bulk-line,” or where? One 
must choose, and in making the choice, must exercise judgment, dis- 
cretion, intelligence. The proper figure does not automatically 
emerge. 

Further: What account shall be taken of seasonal variations? In 
a good year, costs per unit of yield will be low; in a poor year, high. 
And of course the good and bad harvests do not come at the same time 
in different countries. This year Canada may have a good season and 
low costs; the United States a poor season and high cost. Next year 
it may be just the other way. Shall a supposed normal or repre- 
sentative year in each country be taken for the purposes of compari- 
son? or an average of several years? The Tariff Commission in its 
investigation took a three-year average, the years for 1921-1923. The 
period proved not at all representative; crop conditions happened to 
be unusual. Should we take a five-year or ten-year average? What 
have the meteorologists and statisticians to tell us on cyclical weather 
changes and on crop cycles? Obviously we have intricate questions, 
not to be settled offhand by pointing to a row of figures. 
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I will not dilate on other difficulties. There is the element of joint 


’ cost, almost always present to some extent in farming. Even with high 


specialization there is crop rotation, with interlinked products. Fur- 
ther, the way in which to reckon the “value” of the farmer’s own labor 
involves perplexing questions of social as well as of economic ac- 
counting. Not least, there is the practical difficulty that the cost 
reckonings of farmers are rudimentary, prejudiced, and often ludi- 


' crously bad. At their very best, it is very questionable whether we can 


apply to agriculture the rigorous accounting practices of factories and 


| large-scale trading. The unbiased observer can not but shrug his 
' shoulders over the figures of farm costs which are so glibly and con- 
fidently cited. 


When it comes to manufactured products we may seem to be on 
firmer ground. In some ways we are. But perplexing questions none 
the less confront us here too. Economists and statisticians now have 
more exact information than before on a phenomenon long familiar in 


' a vague way: that at any given time the money costs (and for that 
' matter, the real costs) of the output of any manufactured article are 
not at all uniform. The several constituent parts have costs which 


vary from low to high, and often with a surprising spread from low 


' to high. The cost curve has all sorts of shapes, but it is never a 


straight line; it always has, in the language of economic theory, a 
positive inclination. And the shape it has in one country is not the 
same as in another. I will not enter here into an explanation of 


_ these differences, or of their relation to the problem of the representa- 
_ tive firm; nor stop to consider whether over long periods we might find 
/ something that looked after all like uniform costs within each coun- 


2 


try. These are moot questions in economic science. That they are 
moot questions indicates how perplexing must be the problems that 
confront a supposedly impartial and judicial body which has to lay 
down what are the actual differences in cost between the United 
States and foreign countries. Again we have to ask, which cost is to 
be selected for the international comparisons? The average and if 
the average, that of a given year, or a given series of years? The 
marginal cost, or the “bulk-line” cost ; and if so, where locate the mar- 
gin or bulk-line? 

The point which is important for my present argument is that any 
decision which is finally reached—any figure which purports to state 
the differences in cost—necessarily involves the exercise of judgment. 
No exact and certain conclusion can be reached even by the most 
perfectly conducted investigation. There is always the possibility 
of choice between different results, according as you select one or 
another method of averaging, cover one or another period of time, put 
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your marginal produce of your bulk-line at a higher or lower point, 
consider this figure or that to be the representative one. Even the 


most competent and impartial Tariff Commissioner will often have 
to confess that there is no one figure which can be unqualifiedly said 
to be the accurate one. 

And from this fundamental difficulty follows inevitably another. 
There is play for preference, bias, prejudice. Discrimination must 


be exercised between different conclusions, any one of which can be | 


defended on plausible grounds. Under such circumstances it is not in 
human nature to be entirely uninfluenced by one’s own opinion on the 
desirability of a change upward or downward; that is, on the general 
economic effects of making duties higher or lower than before. | 
have earnestly tried, for myself, to examine the tariff controversy as 
objectively as possible. During my term of service on the Tariff 
Commission it was my constant endeavor to handle the matters of 
investigation and administration which came before me with absolute 
disregard of any opinion I might have on the disputed question of 


public policy. Yet if I should be called on, under the flexible provi- | 


sions, to render a decision and fix a figure, I cannot feel absolutely | 


sure that some general bias against an extreme protective system 
might not enter and prevent me from being as rigorously impartial as 
the case demands. If a Commissioner should happen to be a free 
trader of the rampant sort, he would be able to justify to himself, and 
to others, the choice of a lower rather than a higher figure of cost 
difference, and thus the fixing of a lower duty. If he should happen 
to be a stalwart protectionist, to whom ample protection seemed the 
one and only policy for conserving national prosperity, he would as 
inevitably lean toward the higher figure. 

4s Still another consequence must be faced. It becomes important to 
the protectionists and to the free traders to have a man of proper 
sympathies on the Commission. If an administration represents a 


party pledged to the policy of high duties, it will want men on the | 
board who will share its views, and will make the right sort of choice 


in doubtful cases; and the other way, if the Administration leans to 
low or to moderated duties. Since no clear, simple, unmistakeable 
conclusion can be reached even by the most expert statistical and 
economic research, a ground arises for selecting Commissioners of the 
desired sympathies. In other words, these new functions and duties of 
the Commission run counter to the very object which was sought 
in its establishment. The findings of the Commission are likely to be 
affected by the political and economic opinions of the members; and 
appointments to it are likely to be made with an eye to their opinions. 
If a Republican Administration puts a Democrat on the board, in ac- 
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cordance with the requirement of the law (for representation of each 
party), it will select a Democrat with protective leanings. And if a 
Democratic Administration puts a Republican on, it will select an 
insurgent rather than a true blue protectionist. The Senators, the 
party notables, the interested business leaders, will bring to bear all 
possible pressure toward securing the appointment of their man. And 
then the other activities of the Commission—those of investigation and 
report—come under a cloud. Its conclusions on any subject wha‘ 
ever become open to suspicion. The suspicion may be quite un ~- 
served. But suspicion will be inevitable; many people will shru, 
their shoulders when reading this or that report issued by the Com- 
mission. The whole trend of the situation must be, not to take the 
tariff out of politics, but to drag the Tariff Commission into politics. 

It must be admitted that at best there is difficulty in maintaining 
the nonpartisan character of such a body as the Tariff Commission. 
The temptation will always be present to use it as an instrument for 
supporting and carrying out a given policy—one of high duties or of 
low ones, of protection or free trade. A difficulty of the same kind 
has appeared, and has not been eliminated to this day, with the commis- 
sions of earlier date—the Interstate Commerce Commission and the 
Federal Trade Commission. The appointments by the successive presi- 
dents to the various commissions have not been made entirely with a view 
to ability, training, and open-mindedness. Some regard has been had 
to the known views of the appointees on disputed questions. It is 
with regret that I am compelled to state my belief that in recent 
appointments to the Tariff Commission this process has been carried 
to a dangerous and lamentable extreme. The endeavor seems to have 
been to make it not an organization for unbiased inquiry on the facts, 
but one for preparing such recommendatons as are known in advance 
to be acceptable to the party and the administration in power. 
Whether the same tendency would have appeared in the absence of the 
flexible provisions, one cannot say. Something of the sort began even 
before they were put on the statute book. But the new powers and 
duties have added greatly to the temptation to pad the Commission, 
and so have made it more and more difficult to maintain its judicial 
character, its prestige, and the respect of Congress and of the public 
for its work. 

I will not undertake to predict what the future will bring. The 
flexible provisions may be repealed. The Tariff Commission may be 
completely abolished and the entire experiment admitted to be a failure. 
Or the Commission may be remodelled; conceivably it may be incor- 
porated in the Department of Commerce. What it is thought best 
to do will depend on one’s hopes, fears, wishes, regarding the ameli- 
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oration of legislative and administrative ways in Washington. | 
am not so pessimistic as to believe that improvement at Washington js 
impossible. But it proceeds slowly, and in the case of the Tariff 
Commission there has been hardly a sign of it. The Commission has 
been handled by the last two Administrations in such a way as to becom 
a disorganized body. ‘This much alone seems to be clear. Unless the 
Commission can be kept thoroughly nonpartisan, the reasons for its 
existence as a separate body are gone. And I am constrained to be- 


lieve that it can not be kept thoroughly nonpartisan so long as it has 


functions such as those imposed by the flexible provisions. 
Next, and last, I would ask your attention to another and more 


~general aspect of the tariff situation; namely, the importance of | 


stability in commercial policy and the way in which stability may be 
reached. 

People are always much under the influence of the needs and diff- 
culties of the moment. It is inevitable that, on tariff matters as on 
others, they should clamor for some course of action that seems to meet 
a pressing exigency. Hence such legislation as the Emergency Tariff 
Act of 1921, which proved, as cool observers quite expected, no more 


than an empty flourish, entirely futile as a remedy for the “emergen- 


cies” of that time—the farmers’ plight. Hence also, to come to the 
case in hand, the endeavors to bring about, under the flexible pro- 
visions, changes in duty now up, now down (usually up), according to 
differences in cost alleged to exist for the time being. 

It would seem obvious on a moment’s reflection that it is impossible 
to readjust duties every year or two on the basis of momentary differ- 
ences in cost. It takes at least a year, commonly more, to make the 
needed investigations, to collect and summarize the results, to weigh 
the conclusions. By the time an adjustment—at best no more than 
roughly accurate—has been made, conditions will have changed. Com- 
plaints will again be heard—and will again be justified—perhaps from 
those who say the rates are too high; perhaps from those who want 
them made still higher. _Demagogues and loud-mouthed spokesmen will 
find opportunities to advance their own fortunes by parading as 
saviors of a perilous situation. There will be constant uncertainty, 
constant vacillation; the more so if the attitude of Congress, of the 
Administration in office, of the Commission itself, is subject to change 


at an approaching election. The blessed tariff question thus remains 


always up, is always unsettled, is persistently a disturbing element not 
only in politics but in business also. 

I am convinced that it is much better to settle rates once for all. 
Let them be fixed and remain undisturbed, either by legislation or by 
administrative action, for a considerable period. If one is determined to 
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I | establish a protective policy based on the plan of equalizing money costs 
1 is | of production for a large range of articles, the thing can be done with 


rif | as near an approach to accuracy for a fairly long time as for every 
1as year or so. If the tariff rates are in general accord with the status 
me quo in regard to differences in money cost (and this is in practice 
the | what the whole arrangement comes to) minor maladjustments will fig- 
its ure no more in business operations than any one of the dozens of 
be- } contingencies which business constantly faces. 


Nas Industry adjusts itself to almost any conditions that are settled 
and reckonable. The attempt to adjust the rates again and again to 


ore | the irregular ups and downs of trade means that there is no settle- 
of | ment at all—nothing to go by. Frame your legislation, if you will, 
be on the general principle of equalization of costs. But do it by con- 
sidering those general differences which are persistent and which 
if- affect the main course of industry and trade. Get the best informa- 
on tion you can about the rates which will come as near to conformity with 
eet | your principle as is practicable. Use your Tariff Commission for 
riff getting your information. Nay, let the Tariff Commission continue 
mad to keep its eye on the march of events and the underlying trends. 
en- But make no change at short notice, or to meet hard times, or to 
the pacify a disturbed constituency. When you make a change, do it 
To- carefully, consistently. And then let things stand. Do not encour- 
"to age a steady string of appeals to Washington for mending matters 
which can be put to rights by no financial legerdemain, by no regula- 
ble tory commission, and by no tariff manipulation. 
‘er- It is hardly necessary to add that stability is more likely to be 
the | attained if there is nothing extreme or provocatory in the tariff rates. 
igh Extremes provoke reaction, and reaction is likely to go far. Let 
lan your legislation be framed with an eye to permanence, deliberately, 
m- intelligently, cautiously. If the tariff is to be a protective one— 
‘om and I see no prospect of any other kind for the visible future—let it be a- 
ant — moderate one, not raised higher than is in the long run necessary for 
will | the objects deemed essential. 

oo @ By following some such policy as this—a settled tariff, no extreme 
ity, | rates, no flexible provisions, no invitations to perpetual readjustment, 
the | no manipulation pretending to attain the impossible—it may be 
nge | possible to lessen the influence of the tariff on politics and 
ins | _ of politics on the tariff. Ido not say that it will take the tariff out of | 
not politics. As I intimated at the start, it seems to me impossible that 

' any large question affecting the general interest should remain out- 
all. > side the political arena; nor should it do so. But it is neither in- 
me |  evitable nor desirable that a prosaic and matter-of-fact question like 


that of protection and free trade—and to my mind that question is 


\ 
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very prosaic—should be perpetually stirring people to heated con- 
troversy and to hasty and impatient action. Is it quite utopian to 
hope that some acceptable settlement can be arranged for considerable 
stretches of time, and public attention given to other matters of 
greater permanent concern? 


The preceding discussion has not touched at all on the fundamentals 
of the tariff debate. It has been concerned with questions of machin- 
ery, not of substance. The Tariff Commission, as its functions are 
here envisaged, may indeed aid in taking the tariff question out of 
politics, in the sense that, once a given industrial policy has been de- 
cided on, the Commission may promote the application of that policy 
in well-considered ways. But the Commission has nothing to do with 
the question, what sort of policy shall be followed, whether one of 
free trade, or of moderate protection, or of very high protection. 
It is not expected, for example, to consider whether the plan of equal- 
izing costs is wise. If that plan is settled on by Congress, and the 
Commission is called on to apply it, the task should be performed as 
honestly and with as near an approximation to the long-run situation 
as the circumstances permit, with no glozing over the difficulties and 
uncertainties, no pretence of success in inventing any automatic 
mechanism of adjustment, and with a disregard—-so far as it is humanly 
possible, of individual opinion or prejudice on the controverted ques- 
tions of principles. This is a comparatively modest function; yet it is 
difficult enough, and it may be highly useful. 

On the matter of principle, however—on the controversy between 
protection and free trade—no Commission and no “expert” body can 
settle anything. Not even the professors can settle it. Each one of 
us can reach a conclusion in his own mind, and very likely feel quite 
sure he has reached the right conclusion. But legislative policy will 
be settled by the opinions and conclusions of the mass of voters. These, 
it must be confessed, will be influenced much less by the severe reasoning 
of economics than by party tradition, vague national sentiment, spe- 
cious appeals, stirrings of moral feeling, the supposed needs of the 
moment. As I have already intimated, we have no reason to expect 
at any time in the visible future a radical change in our tariff policy. 
This country seems likely to remain for a long time protectionist; 
not perhaps as rigidly and unyieldingly so as some of our valiant 
protectionist friends hope and believe, but much more so than our 
valiant free traders wish. 

What the ultimate future will bring it would be idle to try to guess. 
We may hope for better international relations in every regard, and 
may welcome every step that way. The steps will be gradual, per- 
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haps slow; but, let us hope, in the right direction. They will be in 
the right direction, let us also hope, as regards the interchange of 
goods between countries. Perhaps it seems as hopeless to expect 
ultimate free trade as it does (or did?) to look forward to ultimate 
disarmament and ultimate peace. But let us recall what the great 
free trader himself, who was also the shrewdest of observers, said one 
hundred fifty years ago. Adam Smith at the close of his attack on the 
mercantile system, remarked: “To expect that the freedom of trade 
should ever be entirely restored in Great Britain is as absurd as to 
expect that an Oceana or Utopia should ever be established in it.” 
Seventy years after this was written, Great Britain went completely 
over to free trade. Can any one guess what the United States will 
be doing seventy years hence? 
*Wealth of Nations, Book IV, Ch. II, ad finem. 
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THE FLEXIBLE TARIFF AND THE SUGAR INDUSTRY’ 


By JosHva BERNHARDT 
New York City 

On November 16, 1922, shortly after the enactment of the Tariff 
Act of 1922, a petition was filed with the Tariff Commission for an 
investigation under the “flexible” provision of the law, into the rate 
of duty on sugar. For a period of about two and one-half years 
after that date until the President on June 15, 1925, publicly an- 
nounced his decision on the Commission’s report, the press followed 
the proceedings closely and considerable public interest was aroused. 
General interest in the case was augmented by the fact that the con- 
duct of the investigation was made an issue in the last presidential 
campaign. It appears that the operation of the flexible provision of 
the law is being judged almost entirely by the outcome of this investi- 
gation, the most important conducted under the Commission’s new 
powers. 

The economist is primarily interested in the significance of the sugar 
investigation with regard to two phases of the tariff problem: 

First: The validity, or, according to the economists who have re- 
corded themselves on the subject, the invalidity, of the economic 
theory embodied in Section 315. 

Second: The possibilities in the application of the law, once Con- 
gress has established it as the basis for tariff adjustment, disregarding 
its theoretic value. 

On December 1, 1923, the Tariff Commission issued a mimeographed 
preliminary statement, embodying some of the results of its investi- 
gation into cost of production in various sugar producing regions of 
the United States and Cuba. No interpretative analysis or comment 
was submitted but only the bare statistical data which the Commission 
was careful to state were prepared for the purpose of facilitating the 
forthcoming public hearings, and were to be considered tentative only. 
The statement was nevertheless given a degree of attention utterly 
out of proportion to its significance. There was rejoicing among 
those who had been opposed to the flexible provisions of the law when 
it was observed that the statement consisted as one editor expressed 
it, “of a welter of statistics from which almost any conclusion could 
be drawn.” Philip G. Wright wrote a few months later: 


“The investigation was comprehensive and thorough; the Tariff Com- 
mission’s agents visited the factories and inspected the books; returns 


*The writer of this paper was Chief of the Sugar Division of the U. S. Tariff 
Commission during 1923 and 1924, the period when the Commission’s investigation of 
the sugar tariff was conducted. 

*Editorial in Baltimore Sun, Dec. 5, 1923. 
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were obtained from factories covering a high percentage of the output in 
all regions. It would seem that if an equalizing rate could be determined 
by a mathematical process the data were adequate. Yet, by the irony of 
fate, the Commission could hardly have chosen two successive years which 
would throw so wide open the doors to controversy in regard to so many 
questions. .. Differing answers to each of these questions would result 
in widely differing ‘equalizing duties’...It is evident that interpretation 
of the act leaves considerable latitude to the Commission.”” 

No rejoinder was made by the Commission or members of its 
staff to the above and other statements. The Commisson was some- 
what timid in the execution of its new responsibilities and deemed it 
unwise to issue any explanatory public statements. It is therefore 
largely responsible for a great deal of the existing confusion with 
respect to the operation of the law. Nevertheless it is unfortunate 
that the economists who were most competent to analyze the statis- 
tical data and discover any possibilities in the application of the law, 
preferred to utilize these data issued by the Commission to substantiate 
previously expressed views on the impracticability of the law. 

Let us examine this fundamental difficulty of “considerable latitude” 
which the Commission, at first glance, seems to have in interpreta- 
tion of cost data. Take for example, the problem of the number of 
years upon which the comparison of costs should be based. The 
objections to the use of one year’s cost data as a basis for determining 
cost differences in the sugar industry were so obvious that no economist 
of the Commission’s staff advocated it, nor any of the five commis- 
sioners who participated in the preparation of the reports to the 
President. In a year when the market price of a commodity is rela- 
tively low and profits are small, certain items of expenditure, repairs, 
and maintenance outlays, for example, are reduced to a minimum. 
Such reduction of expenditure is compensated for in the following year 
if prices are higher. In a commodity, such as sugar, in which the 
expenditure for raw material (cane or beets) constitutes the largest 
single item in the cost of production, the use of a single year’s cost 
records as a basis for determining differences in cost, becomes an 
absurdity. If agricultural expenses are taken as the cost of the 
beets or the cane, the cost per unit of product is affected by changes 
in the yield per acre of cane and the sucrose content of the 
cane. On the other hand, if the price paid by the factory to the 
grower is taken as the cost of the raw material, the cost of the finished 
product is accidentally high in one region and accidentally low in 
another region in the same crop year, since it is the customary ar- 

*Wright, Sugar in Relation to the Tariff, p. 138. 
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rangement in the sugar industry to pay for the cane or beets in ac- 
cordance with the changes in the market price for sugar, and such 
payments are made at different seasons of the year in the various 
regions, at varying sugar prices. 

One year is clearly out of the question. On the other hand, admin- 
istrative difficulties in securing sufficiently complete cost records over 
more than five or six years automatically presented an upper limit to 
the number of years which could be used. Between the upper and 
lower limits thus defined, careful inquiry into agricultural conditions 
and accounting practices in the various regions of sugar production 
discloses other restrictions on arbitrary decision; namely, that no 
parity for the comparison of cost is possible without taking a number 
of consecutive years, and that the longer the period taken, the more ac- 
curate the comparison. Only a brief summary of these practices can 
be given here. 

In Louisiana the sugar cane growers divide their cane acreage into 
approximately three parts, one part of which is devoted to plant cane, 
another to stubble cane, and the remainder to restorative crops (mainly 
cow peas and corn). ‘The expenses incurred in any one crop for pre- 
paring and planting or for the restorative crops are not chargeable 
entirely to the sugar produced in that year but in definite propor- 
tions to the sugar produced from the plant and stubble cane respec- 
tively over a period of three years. The books of most of the com- 
panies, however, do not show such exact allocations of expenditures 
but merely give the expenditures for each fiscal year. A similar situ- 
ation prevails in Cuba and Porto Rico. In Hawaii it generally takes 
eighteen months from date of planting to the first harvest and the first 
ratoons may be cultivated for a year or two years before cutting. 
Ordinarily in Hawaii cane is seldom grown beyond the second ratoon, 
although there are some plantations that have six or more ratoons 
upon certain fields. 

Most of the companies in Hawaii, unlike other regions of sugar 
production, keep accurate records for ratoon crops of the cumulative 
costs from the time of the first “cutting back” to the date of har- 
vesting and for plant cane, of the cultivating expense to time of har- 
vest without regard to the year when such expenditures are incurred. 
Some companies even allocate the first preparing and planting ex- 
pense in proper ratio to all the ratoon crops which are produced 
from the plant cane; but in the majority of cases the preparing and 
planting expense of each calendar year is charged to the cost of all 
the cane harvested in that year. The beet sugar industry, on the 
other hand, presents no such accounting problem. The beets are 
planted in the spring and harvested in the fall; so that the expendi- 
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tures incurred by the companies in growing beets are almost entirely 
confined to one fiscal year. 

Because of the above facts and others which can not be considered 
here, discretion in the choice of the number of years which can be used 
as a basis for cost comparison is sharply limited, although the crude 
data considered without relation to the accounting, agricultural, or 
economic peculiarities of the various regions of sugar production 
present numerous possibilities. It was from observation of these 
crude preliminary data issued by the Commission that Dr. Page wrote: 


“Consider, for example, what would have happened in the case of sugar 
if the rates on raw sugar had been adjusted to the difference between the 
cost of producing sugar in Cuba and in Louisiana during the recent years 
for which the Tariff Commission has computed costs. Comparing in each 
case the Louisiana crop with the following Cuban crop the difference ex- 
pressed in cents per pound would have been for 1919-1920, 6.588; in the 
following year, 6.269; for 1921-1922 it was 1.806; for 1922-1923, 1.246. 
For the crops of 1923-1924 the costs have not yet been computed, and 
it would, therefore, be impossible to forecast what rate would be necessary 
to ‘equalize’ them. Such figures make the proposal of a flexible tariff 
an offense to sound principles of business and an insult to common 
sense.” 


The flexible provisions of the law, if applied as thus indicated 
would indeed constitute an absurdity. But such application of the 
law assumes that the Tariff Commission and its staff make no at- 
tempt to discover the facts about the industry which the crude cost 
figures gathered in the field or by schedules reflect. Take for ex- 
ample, the bizarre figure of 6.588 cents, the difference in cost shown 
for the crop of 1919-1920. In the first place, it was based upon a 
tentatively accepted method of conversion of the numerous Louisiana 
grades of sugar to raw sugar parity, which had been used in former 
governmental cost studies, but was discarded as unsatisfactory before 
the final report was prepared. The older method exaggerated Louisi- 
ana costs. Secondly, expenditures for cane in Louisiana were arti- 
fically raised in the 1919-1920 crop by governmental action. In Nov- 
ember, 1919, it will be recalled, the Attorney General of the United 
States fixed a price of seventeen cents per pound for the “plantation 
clarified sugars” produced in Louisiana acting under the provisions of 
the Lever Act. The factories in Louisiana purchased their cane for the 
1919-1920 crop from the growers on this price basis, in accordance 
with the long established mill practice of paying for the cane in ac- 
cordance with fluctuations in the market price of clarified sugar. The 
Cuban factories, on the other hand, which purchase the bulk of their 

*Thomas Walker Page, Making the Tariff in the United States, p. 62. 


186 American Economic Association 


cane supply from the growers in accordance with fluctuations in the 
price of raw sugar at Cuban ports, the so-called “promedio” price, 
based their payments to the growers on an average price of about 
eleven and one-half cents. In consequence, the expenditure of the com- 
panies, not the real costs, show an abnormal difference in the two re- 
gions of production in this year. Obviously, it is the function of the 
Commission to ferret out and apply these more obscure but relevant 
answer as Professor Taussig ex- 
presses it, is furnished to a number of the most perplexing questions 


facts. In this way, an “automatic” 


which arise from the cost data secured in a given investigation. 

Other questions, it seems to me, are answered by application of 
the ancillary provisions of the law. As an illustration, we may con- 
sider the much-disputed question of the raw material cost in the sugar 
industry ; whether the price paid by the factory to the grower for his 
beets or cane shall be taken as the cost thereof, or the grower’s cost 
of production as determined by an agricultural cost survey. A read- 
ing of the law, it seems to me, indicates an automatic answer. Sub- 
section (C) of Section 315 of the Tariff Act of 1922 states “that in 
ascertaining the difference in cost of production... the President, 
in so far as he finds it practicable, shall take into consideration. . . 
any other advantages or disadvantages in competition.” If, therefore, 
the factories in Cuba and Louisiana are enabled to purchase the major 
portion of the raw material from the small grower who has no alterna- 
tive crop, at a price below or just at cost, and to bring sugar man- 
ufactured from such advantageous purchase of raw material into the 
market for competition with the product of the beet sugar mills which 
are unable to obtain their raw material without giving a profit to the 
beet grower, who has alternative crops, a distinct advantage to the 
Cuban or Louisiana producer results, and conversely. Here is an ad- 
vantage which flows from the peculiar organization of the industry 
in one region as compared with another. If, therefore, the costs 
of sugar production f. o. b. mill are based on the agricultural costs, 
as ascertained from a large number of individual growers in the 
United States and Cuba, and it is found that the Cuban industry over 
a period of years has such advantage or disadvantage of let us say, 
one-sixteenth of a cent per pound of sugar produced, this amount 
must be debited or credited to the first cost differences found by com- 
parison of agricultural costs in the two countries. The law may be 
theoretically in error, in requiring such procedure, but can there be 
any question as to its direct and automatic application in the present 
instance? It is obviously immaterial then whether the agricultural 
costs of the two countries are first compiled and adjustment later 
made for the difference in the growers’ profits or losses, or whether the 
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price paid, which is an arithmetical composite of the two factors, is 
taken in the first instance. 

Although the answer to the question seems to follow from an auto- 
matic application of one of the provisions of the law, it will be well to 
examine certain theoretical questions which have been raised by econ- 
omists with respect to this phase of the application of the law. Mr. 
Wright, for example, says: 

“The method pursued by the Commission in obtaining the cost of pro- 
ducing sugar is open to the objection that except in cases where the 
factory produces its own cane or beets, no account is taken of the actual 
costs in the agricultural stage of the industry. In place of these agri- 
cultural costs it substitutes as the cost of cane or beets the amount paid 
by the factory to the independent grower... 

“In the discussion of the sugar duty in Congress so much emphasis 
was placed upon the protection of the agricultural stage of the industry 
that it is evident that members held the view that it was the duty on sugar 
rather than the duty on cane or beets which was to afford efficient pro- 
tection to the farmer. It would therefore seem a logical conclusion that 
in comparing costs under the flexible provision of the tariff the Com- 
mission should have treated the industry as a unit and ascertained the 
actual costs in its agricultural as well as in its manufacturing stage.” 


The above criticism, and others of a similar nature, arises from the 
failure to discriminate clearly between the total cost of production and 
the element of profit and loss. Substitution of the price paid by the 
factory to the independent grower for the agricultural cost of the 
cane or the beets, does not constitute neglect of the farmer in tariff 
making based on cost differences, but means on the contrary that due 
attention is paid to the existing differential in the element of profit 
or loss of the American and foreign grower instead of assuming an 
imaginary status which would exist if factories paid growers accord- 
ing to cost of production in the United States and abroad. It is a 
matter of simple arithmetic to show that if the profit is greater in the 
United States than in the foreign country, the use of the price paid, 
rather than the method of agricultural costs, results in a showing for 
a higher tariff and constitutes to that extent an advantage to the 
American farmer, and conversely. 

A more significant objection to the use of the price as the raw 
material cost is that if the price of sugar is increased by the tariff, 
the cost of production will also appear to have been increased and 
the increased duty thereby justified. Before analyzing this objection 
it must be pointed out that only a portion of the duty can be justified 
and that even if the domestic price is not increased by the tariff, the 
cost difference will be widened and the increased tariff partially justified 
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anyway. For although the actual methods of payment for beets or 
cane differ in the various regions of sugar production, the essential 
factor is that, in Cuba, the price paid the grower for cane varies with 
the f. o. b. price at Cuban ports, whereas in the United States it is 
based on the duty-paid price. It follows then, that if the Cuban pro- 
ducer pays a given increase in tariff, because of a weak bargaining 
position during a given period, the f. o. b. price in Cuba is reduced 
and the factory payments to the grower for cane lowered. If, on 
the other hand, the American buyer pays the increase in tariff, the 
duty-paid price in the United States is correspondingly higher and 
the factory payments for cane or beets in the United States increased. 
No matter whether the Cuban producer pays all the increase in tariff 
or the American buyer, or both in part as often happens, the net 
result is to widen the difference in apparent costs of the two countries.’ 
But since the factories in Cuba, taking the Island as a whole, pay the 
growers about one-half of the current market price of sugar per pound 
in return for the cane while the factories in the United States return 
to the growers varying proportions in different localities, but never 
much more than half, only a portion of the increase in duty can be 
reflected in the difference in cost. Thus modified, the difficulty still 
remains in the use of the price paid by the factory as the raw ma- 
terial cost. Can it be overcome by statistical methods? 

In order to answer this question, it must be remembered that a 
rate of 1.0048 cents per pound had been in effect on Cuban 96° raw 
sugar since 1913 and that the first change thereafter was in the 
emergency tariff rate of May, 1921. The industry in the long in- 
tervening period must have adjusted itself to the existing tariff rate 
of one cent per pound and the basis of payment for cane and beets in 
the United States and Cuba must have been fixed through bargaining 
between the growers and factories in accordance with the tariff rate 
prevailing. It is only necessary therefore to consider the increase of 
sixty cents per one hundred pounds imposed in May, 1921, and the in- 
crease of sixteen cents per one hundred pounds imposed in September, 
1922, which were too recent at the time of the Commission’s investiga- 
tion to have been fully embodied in the cost structure of the industry 
but were nevertheless reflected in the expenditure figures obtained in the 
United States and Cuba. 

Following a careful statistical investigation in the spring of 1923, 
the Tariff Commission in a unanimous report’ to President Harding 
pointed out that the increase of sixteen cents per one hundred pounds 
of the tariff act of 1922, although reflected in the duty-paid price of raw 


14 similar analysis may be made for the effect of decreased tariff rates. 
*U. S. Tariff Commission, “Relation of the Tariff on Sugar to the Rise in Price.” 
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sugars in the last week of September, 1922, was not reflected in the 
prices of refined sugar until the beginning of March, 1923. Since all 
the cane purchased by the factories in Louisiana was paid for prior 
to March, 1923, this tariff increase could not have been reflected in 
the costs reported by the companies for that crop. Also the 1922 
crop costs for Porto Rico and Hawaii could not have reflected this 
tariff increase for these crops were completed before September, 1922, 
when the increase first became effective in the duty-paid price. Similar 
comparison is possible of the date when the Emergency Tariff in- 
crease of sixty cents first became effective in the price of sugar, with the 
period of expenditures for the crop in the various regions of sugar 
production. It becomes clear from such analysis that the tariff in- 
creases of 1921 and September, 1922, were reflected in whole or in 
part in the following instances: 

(1) Bonuses paid to beet growers for 1922-1923 crop (both in- 
creases in tariff). 

(2) Price paid for purchased cane, Louisiana, 1922-1923 (Emer- 
gency tariff increase only). 

(3) Payments for purchased cane, 1922 crop in Porto Rico 
(Emergency tariff increase only). 

(4) Cuban 1922 crop, cost of purchased cane decreased somewhat. 
(Emergency tariff increase only). 

Once the reflection of the tariff increase due to the use of the price 
paid as the factory cost has been thus specifically located, it is possible 
by ordinary mathematical processes to eliminate it in the cost com- 
parisons. 

The above outline of the method by which certain disturbances due 
to a recently imposed tariff can be eliminated from cost data, has 
an important bearing upon an oft-repeated theoretical objection to 
the use of cost of production differences as a basis for tariff adjust- 
ment. It has been frequently stated that an industry will adjust it- 
self to any tariff and that cost differences found by investigation a 
few years after a new tariff Has been imposed will justify that 
tariff. No doubt, this objection is valid in a theoretical discussion 
of the phrase “cost of production” apart from any specific law or 
situation. With regard to the present law, the objection is an- 
swerable. Section 315 of the Tariff Act of 1922 does not require that 
a period of time shall be allowed to elapse before any investigation is 
undertaken under the law, during which interval the new rates imposed 
in that Act may be justified by changes in costs. It requires appli- 
cation of the law whenever the rates established in it are not in accord 
with differences in costs and a definite administrative procedure is 
prescribed for determination of the facts as to cost differences. It 
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follows then, that any investigation under Section 315 is conducted 
to determine the adequacy or inadequacy of a given rate in the law 
in equalizing cost differences and correction must be made for any 
disturbance in the industry caused by the imposition of the new rate 
itself. Perhaps the most illuminating feature of the sugar investi- 
gation has been the demonstration that such a correction can be made 
in this industry by statistical methods. Only one factor has been con- 
sidered above. If time permitted, others could be treated. It may 
be possible to apply similar methods to other important industries 
affected with a tariff interest. 

Time precludes discussion of other problems of theory or appli- 
cation involved in the sugar case. I trust enough has been said to in- 
dicate that technical obstacles which arise from the application of the 
flexible tariff provisions of the law are not as great as they have been 
made to appear. Thorough and careful analysis of the facts in an 
industry, judicial examination of disputed legal questions, and the 
requirements of practical administration establish the boundaries with- 
in which the law may be applied objectively by a commission or board 
even if its members are not free from some degree of bias in their gen- 
eral views on tariff policy. Difficulties of course arise when members 
of the commission are rabid partisans of a particular school of tariff 
doctrine or are influenced in their work, consciously or unconsciously, 
by definite obligations originating from the manner of their appoint- 
ment. 

The experiments of the past few years in the administration of the 
law, when analyzed by competent students, will demonstrate that the 
process of tariff making can be made more objective than it has been 
hitherto. But the full record must be available for critical study, 
not merely the preliminary crude data, publication of which, as pre- 
viously pointed out, has resulted in considerable misunderstanding. 
The present policy of denying the public access to the record of an 
important investigation almost a year and a half after its comple- 
tion is inexplicable. To clarify the situation a complete history of 
the sugar case should be made available by a Congressional investi- 
gating body, which alone would have full authority to question re- 
luctant witnesses, including the Commissioners and experts of the 
Commission, and obtain the minutes of the Commission’s proceedings 
in connection with this and other cases. 

With the full! historical record revealed by Congressional investiga- 
tors, the political scientists may be left to cope with the problem of 
developing a form of administrative machinery which will be 
more effective than the present one. The problem of the political 
scientists is a difficult one and patience is required. It must not be 
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forgotten that in 1897 after the first ten years of operation, the In- 
terstate Commerce Commission lamented: “The proceedings and the 
order of the Commission go for nothing.” 

One amendment of the existing law may be suggested by an econ- 
omist without invading the field of the political scientist. The work 
of the tariff commissioners now consists almost entirely of the com- 
pilation, analysis, and interpretation of economic and _ statistical 
data. The ability to pass an elementary course in economics or 
statistics should certainly not be considered a hinderance to the effec- 
tive execution of a commissioner’s duties. Are the conditions of our 
political life such that it is visionary to expect bodies like the American 
Economic Association and the American Statistical Assocation to be 
granted a voice in the selection of at least some of the tariff com- 
missioners, somewhat as the railroads and their employees participate 
in the selection of certain members of the Railroad Labor Board by 
presenting a list of nominees from which the President makes his 
appointments? If this is ever done, some improvement in the per- 
sonnel of the commissions and the execution of the law may be an- 
ticipated. 

*Annual Report, 1897. 
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TARIFF MAKING—DISCUSSION 


Tuomas Warker Pace.—Through a regrettable mishap I did not have 
an opportunity to see Professor Taussig’s paper before this meeting so as 
to know precisely what matters would be taken up for discussion. Also, 
through mishap, I was late in getting here and missed hearing the first 
part of his paper. My remarks, therefore, may prove to be less to the 
point than I should otherwise make them. 

I wish to say in the beginning that the provision for a so-called flexible 
tariff does not deserve the serious attention that this meeting seems dis- 
posed to give it. It is a temporary distortion of tariff practice and may 
be regarded either as a lamentable mistake or a Gargantuan practical joke 
according to your opinion of its original purpose. 

That the provision for making the tariff flexible has been a failure is 
universally admitted. Men differ as to the reasons for it but the fact is 
undisputed. In three and one-half years only about half a dozen out of 
the thousands of duties in the law have been changed and none of these 
except the duty on wheat applied to an industry of widespread importance. 

Even within this absurdly narrow range the “flexing” of the tariff has 
been always in one direction—and that is upward. No, not quite always. 
There is one item on which the Tariff Commission has solemnly reported 
that the existing duty was greater than the difference between the foreign 
and domestic costs of production and the President with like solemnity 
has ordered that the duty be reduced. That item is—live Bobwhite quail! 
It may perchance be asked why there should be any duty on live quail 
at all, but that is a matter that, like the peace of God, passeth all under- 
standing. It might also be asked how any duty on wild birds like quail 
can be measured by the difference in the cost of producing them in this 
country and in Mexico. To some, indeed, costs of production may seem in 
this instance about as relevant to the tariff as the question whether Mexican 
quail can say “Bobwhite” in English or must say it only in Spanish. 
Whatever the answer, this duty stands as the only evidence thus far that 
the flexible"tariff can ever “flex” downward. 

It is not unnatural, therefore, that opponents of a high tariff should 
regard the flexible provision as a mere political trick. Nor is it unnatural 
on the other hand that advocates of a high tariff should regard it as a stand- 
ing threat to the permanence of the existing system and should applaud the 
administration for making as little use of it as possible. No one really 
wants it, few ever did want it, and it got into the law as the result partly 
of a state of nerves and partly of a disagreement between the Senate and 
the House of Representatves as to what the proper sedative for the state 
of nerves should be. It is a temporary excrescence on our commercial 
policy and was regarded as such when it was adopted. 

Consider its origin. At the time when Congress was framing the pre- 
sent tariff law, trade and industry had not recovered from the disturbances 
caused by the war. No one could foresee along what lines or at what 
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level business would eventually become stable. There were rumors of 
swift recovery in Europe and fears of disastrous competiton here from 
foreign producers. Germany in particular was pictured as an ogre pre- 
paring to seize all markets of the world. It was believed that her in- 
dustrial plant instead of being damaged by the war had actually been 
strengthened; it was thought that her destitute working class was pre- 
pared to accept wages that would make the cost of labor negligible; it 
was known that she would have to stimulate exports to the utmost in order 
to survive and that her money had depreciated until a dollar would buy a 
bucketful of it. Above all there was a hysterical dread of unscrupulous 
German trade practices and of German efficiency and inventiveness as 
shown in her chemical industry and in some others. 

Uncertainty about the future rendered the drafting of an act to pro- 
tect American industries much like building a stone wall in the dark. 
The main object of the protectionists in Congress was to build the wall 
high and strong enough to resist the dangers that stalked in the darkness. 
But the builders had not forgotten the political upheaval following the 
Payne-Aldrich Act and they wished to avoid rates of duty that would 
startle public opinion. 

Accordingly the House of Representatives adopted the expedient of 
substituting American prices for foreign prices as the base on which duties 
should be levied. Since American prices were higher than foreign this 
would raise the base and thus permit the rates to be kept within the bounds 
of precedent. If a pocket knife, for example, sold in this country for a 
dollar and in Germany for a quarter, a duty of 50 per cent of the Ameri- 
can price would be equal to 200 per cent of the German price. 

The change of base, however, proved to be confusing and highly un- 
popular. The outcry against it in the press was loud and persistent. The 
Senate Committee on Finance determined to abolish it, but the leaders 
in the House refused to yield unless the Senate offered an effective sub- 
stitute to meet the emergency that was thought to be imminent. After 
conferences between leading senators and members of the administration 
the Committee on Finance devised as a substitute for the House measure 
the plan of empowering the President, only so long as the emergency lasted, 
to raise or lower duties when those fixed in the law should prove to be 
wrongly adjusted. 

Such was the origin of the flexible tariff. Now, how about its form? 
It is important to note two things about the Finance Committee’s proposal. 
The first is that the new power of the President was to expire with the end 
of the Harding administration. The other is that nothing was said about 
equalizing costs of production. The Committee knew that costs could 
not be ascertained with sufficient accuracy to serve as a measure of duties 
and therefore instead of proposing to equalize costs the Committee pro- 
posed that the President should adjust duties so as to equalize the con- 
ditions of competition in trade between foreign and domestic producers 


selling goods in the American market. 
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To many in the Senate the proposed limitation on the power of the Presi- 
dent seemed too vague to be effective and it was thought that if no other 
were imposed he would be able to make a new tariff at his own discretion, 
that in the guise of an equalizer of competition he could play havoc with 
the law. This caused little anxiety among protectionists so long as Mr. 
Harding should be President but it was gravely doubted whether the new 
power bestowed on him would be held constitutional by the Courts. There- 
fore an amendment from the floor was adopted in the Senate requiring that 
the President should readjust duties only so as to equalize costs of produc- 
tion and that he must await a report from the Tariff Commission on costs 
before he took action. Equalizing costs of producton had long been a 
popular phrase, and as not many senators are trained economists or cost 
accountants or have given much attention to the ascertainment of costs, 
they took the phrase at its face value, presumed that it was practicable, 
and wrote it into the law. Efforts to apply it have proved what experts al- 
ready knew, that such a law is absurdly impracticable. 


When the bill went to conference between the two houses the time 
limitation on the duration of the flexible provision was cut out. Its 
crudely partisan nature would have created a bad impression. In this 


manner and in this form was the country saddled with a law which no 
member of Congress seems at any time to have approved. It was ac- 
cepted as a substitute for a still more unpopular provision, it was intended 
by its sponsors to be of short duration, and it was generally expected in 
Congress that little use ever could or should be made of it. 

Its effects have been wholly bad. It has subjected the President to 
the charge of tinkering, or rather of refusing to tinker, with the tariff 
for purely political reasons. It has bred a feeling of insecurity among 
industries because they do not know when the President at the insti- 
gation of the Tariff Commission may take away the protection given in 
the existing law. It has aroused vain hopes among the discontented that 
they may secure needed readjustments—hopes that are followed by cynical 
disbelief in the sincerity of the President and the Tariff Commission. 
It has proved impossble of substantial and effective administration. And 
it has disrupted and brought into discredit the Tariff Commission upon 
which lay the burden of doing the impossible. 

Perhaps the last of these is the most serious of all its bad effects. We 
shall never have a decent tariff unless Congress is furnished with the 
information needed for making it and to procure that information some 
such agency as a tariff commission is indispensable. 

Clearly the flexible provision should be repealed. Moreover, the Tariff 
Commission should be reconstructed and its duties and powers revised and 
modified. But the lines along which a reorganized Tariff Commission 
should function is another story and my time has expired. 

(Here Mr. Page’s time was extended.) 

Congress cannot frame a tariff to carry out any policy, whatever that 
policy may be, unless it has certain information about production and 
trade to show what rates of duty will accomplish the purpose intended. 
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That information has never been fully available and therefore we have 
never had a tariff which worked with the adequacy and fairness demanded 
by the country. 

It is true that before the efforts of the Tariff Commission were diverted 
by the fiexible provision it did assemble a vast amount of relevant in- 
formation. But the Commission was never permitted to say what the 
information really meant. Each member of Congress therefore has been 
free to interpret the Commission’s reports in any way that he pleased. 
Consequently, the reports have been little more than a storehouse of mis- 
cellaneous facts from which the interested member might select only those 
that would best serve his purpose. Members, therefore, have continued to 
retain their preconceived notions and in debate have adduced such facts 
as they pleased from the Commission’s reports to sustain them. 

If the Commission is to be of real aid in making the tariff what the 
country wants it to be and—more important still—in helping the country 
to know what sort of tariff we ought to have, it must do more than throw 
together masses of facts. The average member of Congress is not accus- 
tomed to assimilating statistics and wading through innumerable volumes 
so as to form his opinions. In this particular respect he is neither more 
nor less than any other average citizen. Moreover, he has not suffi- 
cient time during the period devoted to tariff making to study and digest 
the tens of thousands of pages which are sent to him in relation to the 
tariff. It is just as important, therefore, to arrange information concisely 
and to interpret it logically as it is to amass it if the information is to 
be readily grasped and understood. In other words, the Tariff Commission 
must indicate the logical conclusions to be drawn from the facts it pre- 
sents. 

To do this and at the same time to maintain a balance between partisan 
policies is difficult but not impossible. I have elsewhere suggested that the 
Commission should designate as nearly as may be possible the rates 
of duty which would enable domestic producers operating under normal 
conditions and with reasonable efficiency to compete on equal terms in 
this country with foreign producers. Taken alone this suggestion is open to 
the criticism which has often been made against it; namely, that the Commis- 
sion can not say what duty will equalize competition any better than it can 
say what duty will equalize costs of production. This, however, is not 
the whole of my suggestion. I proceeded to say that in connection with each 
rate so designated the Commission should describe the industry to which 
the duty applies and the trade in the products of the industry in such a 
way as to show what are normal conditions, what is reasonable efficiency, 
and what are the grounds on which a particular rate is designated. It 
is the second part of this suggestion rather than the first to which im- 
portance should be attached. 

Having given the grounds on which it believes the rates designated 
would maintain reasonably efficient domestic industries against foreign 
competition the Commission should then proceed to show what sort of 
effects—whether good or bad—on industry, on trade, and on other na- 
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tional interests are to be expected if higher or lower rates are fixed by 
law. Congress will then be better able to determine whether a high duty or 
a low duty or no duty at all should be imposed. It is not to be expected, 
and it is not necessary. that members of the Commission should agree in 
regard to these matters. It is not the opinion of the Commission but the 
grounds on which it bases opinions which should weigh with Congress in 
making the tariff and should weigh with the public in trying to determine 
what sort of tariff we ought to have. It is in developing these grounds that 
the Tariff Commission will throw most light upon the question as to what 
sort of tariff would be most conducive to the public welfare. It goes 
without saying that work of this kind requires careful selection of the per- 

[t is not necessary, however, that the members 
should all cherish the same tariff policy nor even that they be such neutral 
or sterile thinkers as to have no policy of their own at all. 


Frank R. Rurrer.—On one point at least the issue is sharply drawn 
between Professor Taussig and Dr. Bernhardt. Professor Taussig ar- 
gues that, in the very nature of things, the difference in cost of production 
cannot be applied impartially and objectively as a measure of import 
duties. Dr. Bernhardt argues inductively that it can, at least in the case 
of sugar—in spite of the fact that the sugar case presents, besides the 
ordinary problems, several difficult problems peculiar to it. Among these 
Dr. Bernhardt cites three: (1) The selection of the period to be covered; 
(2) the determination of cane or beet costs; and (3) the elimination of the 
effect of the tariff itself on certain elements of cost. Admitting in general 
the strength and soundness of his argument, I must confess that my con- 
clusion on all three points is a little different from his. I shall merely 
suggest the reasons for my dissent, without attempting to argue the ques- 
tions fully. 

(1) The period. It is obviously more accurate to take an average for 
a series of years than the results for any single year, if the years selected 
are fairly normal and typical of present conditions. The year 1919-1920 is 
notoriously abnormal for sugar. Sugar prices affect costs directly, greatly, 
and the advance of prices after the end of government control put the 
Cuban costs on a much higher level than the beet costs incurred several 
months earlier. I prefer to exclude that abnormal year and possibly one 
other from the average, even at the sacrifice of the continuity of the series. 

(2) Cost of cane or beets. From a legal and from an accounting 
point of view, Dr. Bernhardt is doubtless justified in taking the prices paid 
by factories for cane or beets as the cost of purchased cane or beets en- 
tering into the cost of production of sugar. I question the strict correct- 
ness of this procedure from an economic standpoint. Dr. Bernhardt ad- 
mits that the “price paid’ method includes a farming profit. Of course 
payments for coal and for all other supplies include a profit, too, that no one 
would try to exclude from sugar costs; but there is this difference. The 
sugar duty is intended to protect the cane or beet grower as well as the 
sugar factory. Economically, although not legally, the two interests in- 
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terlock and in determining cost the profit of both interests should theoreti- 
cally be excluded. In practice, however, there is little error in Dr. 
Bernhardt’s method. If farming profits are included on both sides, in for- 
eign as well as in domestic costs, the difference in costs is little affected— 
that is, over a series of years. 

(3) Elimination of the tariff. Can the effect of the tariff be elim- 
inated from costs? There is no question of the desirability of such a re- 
finement, but there is grave doubt whether it can be carried out. The 
tariff directly affects the price of sugar and that in turn determines, or 
at least influences, the price paid for cane or beets or the wages paid in 
some producing regions. Dr. Bernhardt deserves praise for trying to 
take out this direct effect of the tariff, but it is hard to believe that he 
has succeeded in taking the tariff completely out of costs. 

Then there are two other perplexing questions that Dr. Bernhardt does 
not consider in his paper: (1) The choice between average and bulk-line 
costs, referred to by Professor Taussig, and (2) the treatment of the 
different sugar regions. Dr. Bernhardt has probably omitted these topics 
intentionally—the first because it has no peculiar bearing on sugar and 
the second because of the legal considerations involved. 

What is “the United States,” for which the cost of production is to be 
compared with that in “the principal competing country”? This question 
affects vitally the tariff on sugar. The domestic sugar industry is multi- 
ple. Costs of Louisiana cane sugar and domestic beet sugar differ widely 
from the cost of tropical sugar produced in Porto Rico, Hawaii, and the 
Philippine Islands. Unfavorable climate in Louisiana and unfavorable 
labor conditions in the beet regions enhance sugar costs in continental 
United States. The sugar industry in our insular possessions has its 
drawbacks, too, but they are much less serious. Should the tariff be 
determined by the cost in the least favored branch of the sugar in- 
dustry? If so, the more favored regions would profit unduly. Or 
should the tariff be based on the difference between the average cost 
of all “United States” sugar—that is, exclusive of the Philippine 
output—and the cost of Cuban sugar? If so, some of the domes- 
tic product may be made unprofitable and some of the insular prod- 
uct yield more profit than is needed to maintain the industry. If the 
tariff is to measure differences in cost of production in and out of the 
United States, how can it ignore the striking differences in cost between 
the different sugar producing regions within the United States, continental 
and insular? As a matter of strict justice, should not a production tax 
be imposed on the more favored regions equal to their advantage over 
the tariff-determining norm? The same equalizing effect would be ob- 
tained under free sugar, with a bounty graduated according to the vary- 
ing costs. Neither production tax nor bounty comes within the discretion 
of the Tariff Commission, but the selection of one region or the averaging 
of several regions is prerequisite to finding the “differences in costs.” 

I take it that no economist today believes that the difference in cost of 
production is the one rule of faith and practice in tariff making or tariff 
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mending. Yet it may well be argued that any rule is better than no rule, 


for it compels—and enables advocates of change to prove their case. The 
rule may do little good generally, but it offers a possible remedy for fla- 
grant cases of unfair rates. The rule cannot, I think, be applied so easily 
and so definitely as might be inferred from Dr. Bernhardt’s paper. At the 
same time, I must point out that the modifications that I have suggested, 
if adopted, would not cause any great change in the differences in costs from 
those obtained by Dr. Bernhardt’s method. That is my reply to Professor 
Taussig’s negations. There cannot be full unanimity on the part of in 
vestigators, but the diversity of opinion is mainly in matters of detail. 
Real progress has been made in methods of investigation and, difficult as 
the problems are, a fair workable solution can ordinarily be found—when 
impartially sought. 

Professor Taussig has referred to the Tariff Commission as originally 
“nonpartisan.” It is by law, and has been from the first, bipartisan or tri 
partisan or poly-partisan. You cannot expect absolute freedom from bias 
as long as the law requires that each commissioner be, or be not, a Repub- 
lican or a Democrat or a Progressive. And you cannot get from a com- 
mission the same degree of efficiency, consistency, and speed as from a 
body under unified control 


Frank D. Granam.—Mr. Bernhardt though apparently asserting, in 
direct opposition to Professor Taussig, that the flexible provisions of the 
Tariff Act of 1922 are practicable, really does not join issue on the essen- 
tial point. Professor Taussig is right in maintaining that the Tariff 
Commission cannot apply those provisions of the Act without, perhaps 
unconsciously, taking a stand on the question of high or low duties. This 
inevitably throws the Commission into politics and ruins its usefulness. 
But its difficulties are largely due to the failure of Congress to define the 
policy which Congress desires to realize. If legislation were passed 
clearly stating that policy, whether it be to exclude all imports of certain 
commodities or to allow sufficient imports to eliminate high cost home 
producers or to impose a check upon existing or potential domestie mon- 
opoly or to preserve the status quo in the relation between imports and 
domestic production, the Tariff Commission could make recommendations 
without thereby taking any attitude on the question of high or low duties, 
and might perform a useful administrative function which in its present 
inevitable state of confused purpose is impossible. 


Epwarp P. Costican.—The United States Tariff Commission, created 
by the Revenue Act of September 8, 1916, was organized on March 21, 
1917, with Dr. Taussig as its first chairman. Beginning my official serv- 
ice concurrently with Dr. Taussig, it happens that I am the only per- 
son who has been continuously a member of that governmental body dur- 
ing the entire period of its activities. It is, therefore, of no ordinary 
moment that I find myself in attendance at a meeting at which the Tariff 
Commission, its place and value, are running the gauntlet of critical dis- 
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cussion by leaders of economic thought in America. This is, however, as it 
should be, since free government and its important experiments cannot 
be usefully promoted, unless aided by searching and intelligent public- 
ity. 

It is unfortunately impossible for me in the brief period at my command 
to do more than make one or two passing references to Dr. Taussig'’s 
thoughtful paper. So far as I am advised, never before tonight has 
Dr. Taussig made so clear or unanswerable a statement of the reasons 
for maintaining an independent, nonpartisan, essentially judicial Tariff 
Commission. In this declaration he is in accord with the foremost leaders 
of American public sentiment in business, statesmanship, and education 
of the last quarter of a century. Indeed, the Tariff Commission was 
created in response to the almost unanimous demand of such leaders for 
a disinterested governmental tariff agency. 

Lest we forget the forces behind that movement, it should be recalled 
that, in their respective national platforms, the Republican party in 1912 
favored an expert Tariff Commission, citing the value of the reports of 
the Tariff Board of 1911; and both the Progressive Party in 1912 and the 
Democratic party in 1916 emphatically endorsed a nonpartisan Tariff 
Commission. Of comparable significance was a referendum vote taken 
by the United States Chamber of Commerce in the spring of 1913 on the 
question of the desirability of creating a permanent tariff commission. 
As a result of that referendum, 715 votes were cast in favor and but 9 
against such a body, the reasons for establishing such a commission being 
stated by the Chamber of Commerce in a communication to its members as 
follows: 


“The determination of tariff policy is a political question ... What 
the rates of duty on specific articles should be in order to accomplish the 
policy established is an involved, technical, and economic question 

“Congress does not sit continuously ... Hurried Committee hearings, 
immediately prior to the formulation of a tariff bill, to carry out a predeter- 
mined party policy, at which interested parties appear and submit their 
own statistics, are in no sense a satisfactory substitute for impartial, con- 
tinuous investigation of conditions here and abroad. 

“Impartial determination of facts being a sine qua non to intelligent and 
scientific framing of tariff schedules in order to carry out a tariff policy, 
the question is one only of the agency to secure these facts and present 
them in disinterested reports. Congress... cannot in the nature of things 
provide this agency from within itself. The Departments... cannot con- 
centrate attention on one subject. Direction and authority should not be 
confined to one man when the object is to secure disinterested investigation 
and report on matters to be made the subject of party policy and legislation. 
The best agency that experience has yet devised for these purposes is a 
commission permitting of deliberation between persons of high standing 
and representing different views of party policy.” 


For the creation of such a tariff commission, the year 1916 was more 
propitious than any in a generation, not only because the war in Europe 
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was pressing new problems of economic reconstruction into the foreground, 
but also because the dividing line between the standards of the two major 
political parties of the United States was less distinguishable than at any 
time in our history. The Republican party for many years had repeatedly 
declared in favor of a tariff measuring the difference between the costs 
of production of articles at home and abroad; and in 1913 the Democratic 
party had given a new interpretation to the phrase “a tariff for revenue 
only” by construing it to mean a “competitive tariff” that is, one which 
would produce the largest revenue by permitting the genuine competition 
of domestic and imported articles in the American market. The differ 
ence between the two tariff standards—Republican and Democratic—as thus 
declared, is somewhat obscure and the application of either clearly re 
quires scientific and disinterested investigation of the underlying facts if 
the public is to have confidence in the resulting tariff rates. 

While all that has been said supports this particular conclusion of Dr. 
Taussig, it must, however, be noted that his confidence in a nonpartisan 
commission depends largely upon the responsibilities assigned to such 
a commission. He apparently believes that the reports of such a commis 
sion will be dependable so long as it is limited to findings of fact without 
recommendations of changes in rates of duty. And he is inclined to 
ascribe the difficulties of the Tariff Commission to the circumstance that 
in 1922 the previous law was amended so as to permit the Tariff Com 
mission to make rate-changing suggestions to the President. Apparently 
it is Dr. Taussig’s opinion that this amendment, because of the large fi 
nancial interests affected, was certain to bring the Tariff Commission 
into politics. 

May it not be answered that this position is unduly pessimistic? If 
Dr. Taussig’s generalization is sound, we may reasonably assume the 
impossibility of procuring unbiased judgments from the courts of this 
country, not to mention international tribunals, since more and more enor 
mous financial results depend upon such judgments. At any rate, no 
doubt the great majority of Americans still believe that it is practicable 
to secure members of a tariff commission with whatever powers invested, 
who will perform their official duties under their oaths of office with com- 
mon sense, disinterestedness, and efficiency. 

With due respect to Dr. Taussig, such a Commission, even though in- 
vested with the authority reposed in it under the flexible provisions of 
the Tariff Act of 1922, should aid in taking the tariff out of politics and 
politics out of the tariff. It could give the benefit of doubt, unless the 
law provided otherwise, to the nation, and the consumers of the nation, 
before the country’s taxing power was loaned to any producer or group of 
producers. Local and selfish interests could be supported or disregarded, 
as the national welfare appeared to require, in accordance with standards 
clearly specified by Congress. In a word, the country’s tariff policy could 
be exercised judicially under settled law, and not according to arbitrary 
whims or preferences. Stated otherwise, it would be possible in tariff 


ad 
ha 
is 
fi 
pr 
pe 
its 
ex 
co 
su 
p 
of 
la 
p 
a 
t 
b 
he 
ps 
cc 
th 
e 
t 
k 
li 
t 
ti 
a 
te 
r 
t 
t 
U 
t 
s 


Tariff Making—Discussion 201 


administration, in the fine language of the Massachusetts Constitution, to 
have a “government of laws and not of men.” 

It was with firm faith that such a disinterested agency of the government 
is practicable that the Tariff Commission was created. To safeguard its 
findings of fact the Act of 1916, which created the Commission, contained 
provisions which were intended to perpetuate it and to assure its inde- 
pendence and judicial character. Long terms of office were provided for 
its members, running through three presidential administrations. It was 
expected that these conditions would free the Commission from presidential 
control. Furthermore the Commission was to be divided in membership in 
such a way as to emancipate it from internal partisan domination, the law 
providing that not more than half of its six members should be adherents 
of the same political party. It will be noted that this provision of the 
law did not guarantee unanimous reports but did tend to assure reports 
presenting different economic interpretations. 

Members of the Commission were to devote their whole time to its in- 
vestigations and reports. By these means it was hoped to arrive at the 
accumulation of unbiased information which would point to nonpartisan 
tariff and commercial policies, or at least to create an expert tariff 
body which could be equally serviceable to any president or any Congress 
however constituted politically. 

May I say further that my experience does not confirm a substantial 
part of the indictment brought by Dr. Taussig against the usefulness of 
cost of production investigations? It, of course, might well be asked that 
the law be made more definite by Congress in important particulars, for 
example, that the flexible tariff section provide that, except in emergencies, 
the normal ascertainable competitive differences here and abroad be steadily 
kept in view. It might also be urged that the production-cost rule be 
limited so as not to apply to the whole list of rates fixed in Title I of the 
tariff law; and that the maximum possible increase in rates of duty, par- 
ticularly where American selling price is invoked, be uniformly restricted 
after careful re-examination by Congress. 

On the other hand, I am persuaded that, as Congress doubtless in- 
tended, the consistent construction of the present law with the aid of 
reason and common sense by a disinterested commission would eliminate 
the more conspicuous difficulties which have arisen in the application of 
the statute. Moreover, there are indications that if the Commission’s re- 
ports could be promptly published and given to the public, investigations 
under the cost of production rule (including as the present law does all 
statistically ascertainable advantages and disadvantages in competition), 
would be found to be far more educational and useful for tariff-making and 
tariff changing purposes than any other method of determining tariff rates 
heretofore used in this country. 

Doubtless the most informative contribution I may make on this occa- 
sion is to state certain conclusions about the Tariff Commission to which 
I have been driven by my long experience as a member. Unfortunately, 
because of the brief time available, I cannot do more than present these 
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conclusions without supporting reasons, though I must ask you to believe 
that such conclusions, in my judgment, are sustained by the facts. The 
conclusions are: 

1. Within the last year the United States Tariff Commission, taken as 
a whole, has ceased to represent disinterested and nonpartisan independ- 
ence. 

2. A serious obstacle to the consideration and correction of the Com- 
mission’s problems is due to the fact that the public has been denied access 
to a number of the Commission’s most important reports and findings; 
and that it has therefore not been possible for the public to be properly 
informed about the Commission’s work. 

3. A Congressional investigation of the activities of the Tariff Com- 
misson under the flexible provisions would appear to be an indispensable 
forerunner of any legislative correction of the present little-understood and 
regrettable situation. 

4. Pending such an investigation, confirmatoin by the Senate of the 
United States of new appointees to the Tariff Commission—including 
Commissioners Brossard and Baldwin—should be postponed. 

5. Until adequate assurances are given that the membership of the 
Tariff Commission will be safeguarded by law and will conform to the 
standards of disinterested public service, it is fair to ask that no further 
appropriation for the Commission’s work be authorized by Congress. 
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THE TRADE ASSOCIATION MOVEMENT 


By I. L. SHarrmMan 


University of Michigan 
I 


The idea of association, as an element in fashioning the organiza- 
tion and conduct of economic life, finds widespread expression in modern 
industrial society. Despite the persistence of the conception that 
the prevailing order is and ought to remain one essentially dominated 
by private enterprise and individual initiative, numerous forces are 
operative through which economic undertakings are deliberately molded 
for the achievement of social ends. Nor are these forces revealed only 
in governmental action—in associated effort of the community at large 
through political organization. For about half a century, it is true, the 
legal environment of private enterprise has been growing in extent and 
complexity ; the method of public control has come to be regarded as 
the chief means of eradicating abuses and directing economic processes 
into salutary and constructive channels. At the same time, however, 
similar ends have been constantly promoted through voluntary action. 
While such voluntary action is grounded in self-interest, and its im- 
mediate goal is the advancement of the fortunes of the participants, 
the results in many instances are at least no less fruitful, and fre- 
quently much more realistic, than those of government regulation. 

It is a commonplace that so-called unconscious co-operation is of 
the very essence of the prevailing economic order. The separation of 
employments, the technical division of labor, the localization of in- 
dustry, the mechanism of exchange and price—all these character- 
istics of the industrial structure tend to render the fact of co-opera- 
tion, though unconscious and automatic, both basic and pervasive in 
economic adjustments. Nor is conscious co-operation in the estab- 
lishment of business units and in the interrelationships between busi- 
ness competitors unusual or abnormal. The corporate organization 
of industry is generally recognized as the most effective means for the 
association of capital and capacity; and combinations among laborers 
have been widely accepted as a necessary means of removing glaring 
inequalities in bargaining power between employers and employees. 
The benefits of association have likewise been recognized in agriculture, 
in finance, and in the professions, and have led to the organization of 
manufacturers’ associations, chambers of commerce, and similar bodies 
which seek to improve the general environment of their respective 
activities. The pressure of industrial and commercial development 
has demonstrated that self-contained isolation, on a purely individual- 
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istic basis, is not essential to the maintenance of the competitive pro- 
cess, and that it cannot be artificially imposed by the application of 
legal doctrines of technical conspiracy; that conscious and deliberate 
co-operation, even among competitors, when not unduly restrictive in 
character, tends not only to inure to the private advantage of the as- 
sociates, but to promote a more efficient and more orderly industrial 
structure. 

The trade association movement is but a further index of this wide- 
spread resort to some measure of co-operative control of industry. 
Trade associations are combinations of producers or sellers. Because 
of the rapidity of their growth in recent years, they have generally 
been characterized as the latest manifestation of the combination 
movement. Industrial combinations have assumed many forms. The 
loose federations of competitors—through price agreements and pool- 
ing arrangements of various types—have given way, successively, to 
technical trusts, to holding companies, and to unified corporations in- 
volving actual merger of the combining enterprises. The trade asso- 
ciation movement marks a reversion to the looser forms of combina- 
tion. Trade associations are not engaged in business for profit, nor 
are they consolidations of the associated units. The identity of the 
constituents is absolutely maintained, and their independence is limited 
only to the extent of their common undertakings. 

But trade associations may be distinguished even from the looser 
forms of combination in at least two significant respects. In the first 
place, they are normally established as permanent institutions, with a 
formal organization, and functioning openly. They are designed to 
utilize the combined experience of the trade in molding continuously 
the conduct of that trade in various directions, rather than to effect- 
uate, often secretly, a specific, or at any rate temporary, undertaking 
in market control, as was so frequently the case with the early pools 
and price agreements. In the second place, the range of trade asso- 
ciation activities far transcends those generally associated with mar- 
ket control and restraint of trade. | While some of the activities of 
trade associations have been directed toward restrictive ends—con- 
cert of action being utilized, for example, to curtail output and to 
manipulate price—these restrictive undertakings generally constitute 
but a single phase of trade association activity, and usually a subver- 
sion of the normal trade association functions. They reflect the 
abuses to which trade associations, like all forms of combination, are 
subject, rather than disclose the characteristic significance of the trade 
association movement. 

The distinguishing earmark of the trade association movement is 
that it seeks, through voluntary co-operation, so to organize the con- 
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duct of trade and industry, within the competitive system and on the 
basis of maintaining the essential independence of the associates, as to 
render business enterprise more efficient and more orderly. Trade 
associations aim not only to eliminate the wastes and mitigate the 
fluctuations of unco-ordinated and unintelligent competition, but to 
develop standards and practices which reflect the best thought and 
soundest experience of the trade or industry over which each associa- 
tion exercises its influence. Their basic purpose is to fashion the 
environment within which competitive forces operate rather than to 
suppress competitive conditions. 

The activities through which these ends are sought to be achieved 
are many in number and diverse in character. They are related, di- 
rectly or indirectly, to numerous aspects of both productive and dis- 
tributive processes, and they vary from association to association. 
All of the well-known trade association activities are found in no 
single association, and no one of them is universally undertaken by 
all associations. The extent and character of the work of any particu- 
lar association depend upon various influences: the peculiar problems 
of the organized trade; the age and experience and jurisdictional 
sweep of the association; the liberality with which the associates sup- 
port their co-operative effort; the capacity and imagination of the 
executives charged with the administration of the association. Because 
of similar circumstances, the effectiveness of any particular activity 
likewise varies with each association. Since the purpose of this paper 
is merely to indicate the general significance of the trade association 
movement and its relationship to public policy, no attempt will be 
made to set forth the concrete facts concerning individual trade as- 
sociations. It will be sufficient to note very briefly the nature of some 
of the more important association activities. 


Il 


The great bulk of trade association undertakings, as has already 
been suggested, is calculated, in one way or another, to promote 
economy and stability in manufacturing and marketing processes— 
to reduce costs, both on the technical and commercial side, to stimu- 
late demand for the output of the particular trade, to minimize the 
hazards of unforseen contingencies, to mitigate the conditions of con- 
flict between employers and employees, to lessen the amount of costly 
and irritating litigation among buyers and sellers, to eliminate what 
are generally deemed to be unfair business practices, to safeguard 
the trade against unduly onerous burdens imposed by public author- 
ity, to spread such trade information as may provide the knowledge 
essential for intelligent business conduct. 
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A number of activities find their chief support in a desire to reduce 
costs, individual and social. There has been a growing emphasis upon 
the value of research undertakings. In many instances laboratories 
have been set up and investigations entered upon directly by associa- 
tions; in numerous other cases the associations have lent their co- 
operation and support to research projects immediately administered 
by government departments or by educational institutions. This co- 
operative research has not only made available to many of the business 
units, particularly those of smaller size, results of scientific investiga- 
tion that they could not attain independently, but it has frequently 
led to the elimination of flagrant wastes in the trade or industry as a 
whole, through simplification of products and standardization of 
processes. ‘The pooling of patent rights, when unaccompanied by 
unduly restrictive stipulations, has resulted in a wider and more 
effective utilization of technical advances—simplifying relationships 
between numerous owners of related patents, and conducing ultimately 
to the advantage of the consumer in lower costs. The recognition 
by trade associations of the importance of cost accounting, both as 
an aid to manufacturing efficiency and as a necessary tool for in- 
telligent price policy, and the efforts put forth by them in providing 
instruction in cost keeping and in establishing uniform accounting 
systems, have helped develop an increasingly sound basis for the or- 
ganization of production and the formulation of marketing programs. 
Considerable economies are likewise realized through the operation of 
credit bureaus and traffic bureaus. The credit bureaus aim to make 
available to the trade full and continuous information concerning the 
credit status of buyers. They supplement the credit departments of 
the individual associates and the general credit services rendered by 
outside agencies. ‘The traffic bureaus are also very largely informa- 
tional in character. They undertake, principally, to provide for the 
associates, currently and in convenient form, the data as to rates, 
service, and transportation conditions essential to effective industrial 
traffic management, although they occasionally perform actual serv- 
ices connected with transportation for their members, and they 
sometimes represent the trade in public proceedings involving alleged 
maladjustments in rates and practices. 

There are numerous other trade association activities designed to 
advance the organization of industry in a constructive direction, al- 
though they do not bear so immediately upon questions of cost. Joint 
advertising campaigns seek to stimulate demand for the product of 
the group, in competition with alternative products, by combating 
unfounded prejudices, by directing attention to new uses, by extend- 
ing publicity to large market areas for the output of small and scat- 
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tered producers. Such publicity is relatively free of the notorious 
wastes of the usual competitive advertising; it aims to promote the 
common interests of common groups. The insurance departments 
of trade associations are partly educational in character, striving 
to spread a better understanding of the necessity and methods of pro- 
tection against the unpredictable hazards of the particular trade, and 
partly instruments for reducing the cost of such protection. Trade 
associations have also served as convenient agencies for bettering em- 
ployment relations. ‘They provide a meeting ground for the voluntary 
elimination by the trade of the subnormal employment standards, es- 
pecially as to hours, that frequently persist because of the com- 
petitive pressure of unenlightened producers, and for the development 
of various policies, along educational lines, in the prevention of acci- 
dents, and in the improvement of working conditions, which tend to 
lessen the frequency and bitterness of conflicts between employers and 
employees. The burdens of excessive litigation between buyers and 
sellers are sought to be lightened through the promotion of commer- 
cial arbitration. While this extra-legal process of composing differ- 
ences, through a personnel associated with the trade and of the con- 
testants’ own choosing, is generally voluntary, it often operates to 
effect speedier, less costly, more amicable, and even more just settle- 
ments than are possible through the unwieldy and unspecialized ma- 
chinery of the regularly constituted judicial tribunals. Many of 
these activities involve the establishment of business standards and 
commercial practices on the basis of the experience of the trade. 
These standards and practices are often supplemented by the adop- 
tion of so-called codes of ethics. While these codes seldom go beyond 
the formulation of platitudinous canons of fair dealing, they tend to 
arouse the organized opinion of the trade against manifestly fraudu- 
lent or unconscionable business methods. For this purpose the pres- 
sure of trade opinion often proves more effective in raising the plane 
of competitive conduct than the “cease and desist” orders of the 
Federal Trade Commission; and the organized trade also provides the 
most natural channel through which the possibilities of the Com- 
mission’s “trade practice submittals” may be realized. This repre 
sentative function of trade associations manifests itself, similarly, in 
their presentation of the views of the trade, frequently with very 
helpful supporting data, before other governmental bodies charged 
with formulating public policies of significant concern to business 
interests. Such responsible representation, in the open, of the in- 
terests of distinct groups, whether it be in matters of finance, taxation, 
the tariff, labor, or transportation is clearly essential to the effective 
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and equitable exercis f legislative and administrative authority in 
a complex industrial society 

But perhaps the most characteristic activity of trade associations, 
and the one which has given rise to most controversy and discussion, 
is that concerned with the compilation and distribution of trade in- 
formation. This trade information is largely of a statistical char- 
acter. It aims to provide for the associates, as promptly and as fully 
as possible, the significant facts relating to market conditions in the 
particular trade or industry. The facts thus gathered and dissemi- 
nated generally cover production, sales, shipments, stocks on hand, 
costs, and prices in closed transactions. While the associates under- 
take to furnish the necessary information for rendering these data 
available, they retain their freedom of action in formulating pro- 
duction and price policies on the basis of the economic conditions 
disclosed by these data. The purpose of these statistical activities is 
to provide the necessary knowledge for intelligent pursuit of com 
petitive advantage. It is believed that the spread of such information 
is calculated to avert misdirected productive effort, without obstruct- 
ing the free operation of competitive forces. Indeed, the substitution 
of accurate knowledge for blind guesswork in the conduct of business 
constitutes an indispensable condition for true competitive rivalry, 
because only on the basis of knowledge can competitors pursue such 
policies as the state of the market inherently warrants. It is con- 
ceded that competition, so conducted, will tend to produce greater 
uniformity in prices, as between different sellers, and a larger degree 
of stabilization of the price level, over a period of time. These re- 
sults, however, when they spring from economic facts and not from 
agreement, are clearly advantageous, not only to the associates, but 
to the community at large. In disseminating such information among 


their members, trade associations are but rendering, in special cases, 
a service which is performed in many fields by government depart- 
ments and by independent statistical agencies. This service is es- 
pecially helpful in industries having a large number of small and 
scattered producers. Moreover, in order that the information thus 
gathered may be made available to buyers and the general public as 
well as to sellers, the data are generally published in the newspapers 
and in trade journals and reported to appropriate government de- 
partments. When pursued along these general lines, there can be 
little question that the statistical activities of trade associations tend 
to rationalize the organization of production and the conduct of bus- 


iness. 
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III 


In the foregoing survey of the more important trade association 
activities, an attempt has been made to direct attention to the con- 
structive features of trade organization. But co-operation among 
competitors may be used to suppress competition and restrain trade. 
In so far as the activities of trade associations have been calculated, 
in purpose or effect, to attain such restrictive ends, they have come 
into conflict with the inhibitions of the anti-trust laws. 

One of the principles which has received repeated recognition in the 
judicial interpretation of the Sherman Act is that the form or method 
through which restraint is accomplished cannot validate an other- 
wise illegal agreement or combination. In the words of the late Chief 
Justice White, “the generic designation of the first and second sections 
of the law, when taken together, embrace every conceivable act which 
could possibly come within the spirit or purpose of the prohibitions 
of the law, without regard to the garb in which such acts were 
clothed.” However beneficent, therefore, the general purposes 
of trade associations, and however salutary their general effects, the 
illegitimate practices of particular associations are just as subject 
to legal condemnation as are the numerous other restrictive contracts 
and combinations that have failed to receive the sanction of law. 

On the other hand, the meaning of restraint of trade has been 
markedly liberalized through judicial interpretation. Combinations 
of competitors are not necessarily unlawful. Hence the mere or- 
ganization of trade associations, however all-inclusive their member- 
ship, constitutes no violation of the anti-trust statutes. Not every 
restriction of competition is deemed to amount to restraint of trade. 
The necessary purpose and probable consequences of a particular 
agreement or understanding, as evidenced by all the circumstances 
and conditions surrounding the arrangement and by the character 
of the practices utilized to execute its terms, are considered much more 
relevant and given much greater weight than the mere fact of as- 
sociated action. It is recognized, in other words, that restrictions 
upon competitive conduct, when they do not arbitrarily narrow the 
field nor destroy the essential independence of business rivals, may 
constitute a mere regulation of competition, tending thereby to pro- 
mote trade rather than to obstruct its natural development. This, 
it is believed, is the general purport of the so-called “rule of reason” 
as applied to restraint of trade and monopoly. Perhaps the most 
succinct and enlightening statement of this rule, applicable to the 

*U. S. v. American Tobacco Co., 221 U. S. 106, 187 (1911). 


*Standard Oil Company v. U. S., 221 U. S. 1 (1911); U. 8S. v. American Tobacco 
221 U. S. 106 (1911). 
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type of loose combinations represented by trade associations, is to be 
found in the opinion of Justice Brandeis in the Chicago Board of 
Trade case: “Every agreement concerning trade, every regulation of 
trade, restrains. ‘To bind, to restrain, is of their very essence. The 
true test of legality is whether the restraint imposed is such as merely 
regulates and perhaps thereby promotes competition or whether it 
is such as may suppress or even destroy competition. To determine 
that question the court must ordinarily consider the facts peculiar 
to the business to which the restraint is applied; the condition before 
and after the restraint was imposed; the nature of the restraint and 
its effect, actual and probable. The history of the restraint, the 
evil believed to exist, the reason for adopting that particular remedy, 
the purpose or end sought to be attained are all relevant facts.” 

On the basis of these general rules of interpretation, the trade 
association activities previously characterized have been relatively 
free from attack under the anti-trust laws. On the whole both the 
Department of Justice and the courts have recognized that these 
activities, when normally pursued, aim to promote the effective oper- 
ation of competitive forces rather than to suppress them. But 
attempts at joint price-fixing, and concerted interference with the 
freedom of producers or sellers to trade in a given market, have 
uniformly encountered the condemnation of the courts. Such conduct, 
regardless of its extent or its actual outcome, is deemed necessarily to 
constitute unreasonable restraint of trade. Numerous instances might 
be cited of such illegitimate practices. A single illustration of each 
of the two types alluded to will suffice for our present purposes. 

In the so-called Bathtub Case, for example, a patent pool was 
utilized as a means of concerted price-fixing in the enameled iron ware 
industry. Sixteen companies, producing about 80 per cent of 
such ware in the United States, transferred their patents, many of 
them competitive, to the secretary of the association, under an agree- 
ment whereby the association secretary licensed the several manufac- 
turers to produce enameled ware under these patents, provided they 
would maintain schedules of prices for this ware determined by a com- 
mittee of their number. The Supreme Court found in this arrange- 
ment a clear price-fixing conspiracy. Not even the legal monopoly 
of each individual patentee was permitted to serve as a basis for the 
joint manipulation of the prices of the unpatented articles produced 
by the patented processes. 

The case of the Eastern States Retail Lumber Dealers’ Association’ 


*Chicago Board of Trade v. U. S. 246 U. S., 281, 238 (1918). 
*Standard Sanitary Manufac turing Co. v. U. 8., 226 U. S. 20 (191 2). 
*Eastern States Retail Lumber Dealers’ Association v. U. S., 284 U. S. 600 (1914). 
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illustrates the legal status of the trade boycott. In this case the 
members of the association entered into an agreement whereby they 
were to report the names of wholesale lumber dealers who sold directly 
to consumers, and the names of these offending wholesalers were placed 
upon a blacklist which was circulated among the associates. Only 
upon the assurance of such an offending wholesaler that he would no 
longer pursue the policy of direct selling, in competition with the 
retailers, would he be restored to good standing, by the removal of 
his name from the blacklist. This plan of action was found by the 
Supreme Court to constitute an unreasonable restraint of trade. The 
court condemned this activity of the retailers’ trade association, des- 
pite the absence of an express boycotting agreement, because it found 
that the necessary tendency of the circulation of these lists would 
be to cause retailers receiving them to withdraw or withhold their 
business from the reported wholesalers, thus restraining wholesalers 
from participation in retail trade, and because the record disclosed 
numerous instances in which the trade of the offending and reported 
wholesalers was actually impaired to an appreciable extent. The 
allegation of praiseworthy intent—the desire to maintain existing 
channels of trade as a means of safeguarding the socially necessary 
facilities of retail dealers—was held by the court to have little weight 
as against the declared policy of Congress to maintain the freedom 
of interstate commerce. “Private choice of means,” said the court, 
“must yield to the national authority thus exerted.” 


IV 


Adjudications of the foregoing and related types of cases have been 
numerous, and have extended over a considerable period of years. 
While sharp differences of opinion have arisen as to the wisdom of the 
policy of the law in some of these controversies—the varying views 
in the trade boycott cases, for example, depending upon whether the 
maintenance of the status quo or the encouragement of experimenta- 
tion is regarded as the dominant good—no alarm was felt or expressed 
that the attitude of the law was hostile to the essential character of 
the trade association movement. More recently, however, such alarm 
has been voiced repeatedly. It drew its impetus from the condemna- 
tion by the Supreme Court of certain plans for the interchange of 
trade information. The Hardwood’ and Linseed’ cases, decided re- 
spectively in 1921 and 1923, were the storm-centers of controversy. 
In many quarters these decisions were construed to invalidate the 
statistical activities of trade associations and thus to render these 
associations incapable of performing their most useful and most char- 


*American Column & Lumber Co. v. U. 8., 257 U. S. 3877 (1921). 
°U. 8S. v. American Linseed Oil Co., 262 U. S. 871 (1928). 
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acteriste function. ‘Then, on June 1, 1925, the Maple Flooring’ and 
Cement’ cases were decided. In these cases the interchange of trade 
information disclosed in the record was upheld by the Supreme Court. 
In many quarters these decisions are being construed as a reversal of 
the earlier opinions, and the conclusion is being drawn therefrom that 
not only are the genuine informational activities of trade associations 
clearly within the law, but that even such concert of action as was found 
in the earlier cases, and condemned therein as unreasonable restraint 
of trade, may now be lawfully pursued. And plans appear to be 
going forward in very influential business circles to resume methods 
of conference and co-operation, in the name of mere interchange of 
fact and opinion, which have been long recognized as an illegitimate 
exercise of associative power. In the judgment of the present writer 
the extreme fears as to the significance of the Hardwood and Linsecd 
cases and the extreme hopes as to the significance of the Maple Floor- 
ing and Cement cases are equally unjustified. Even a very brief analy- 
sis of the decisions should throw some light upon these issues. 

In the Hardwood case the information collected and distributed 
through the Hardwood Lumber Manufacturers’ Association required 
daily sales reports, daily shipping reports, monthly production re- 
ports, monthly reports of stocks on hand, and current price lists kept 
up to date as new quotations were made. These data were not in the 
form of aggregates or averages, but minutely detailed and identified 
as to each member. ‘The daily sales reports, for example, were exact 
copies of the orders taken, specifying all the terms and conditions 
of each sale, and including the names and addresses of the buyers. 
Similarly, the daily shipping reports covered all the details of each 
shipment and included exact copies of the invoices. All of the reports 
furnished by the members were subject to audit by representatives of 
the association. The information thus collected was distributed by 
the manager of statistics, and his comments by way of interpretation, 
both in special market letters and in connection with the data regularly 
sent to members, frequently suggested restriction of output and 
maintainance or increase of prices. In addition numerous meetings 
were held, at which the regularly reported data, as well as information 
secured through questionnaires, were discussed ; in many instances the 
discussions touched upon future policy, with a view to curtailment of 
output. The court found in the whole complex of circumstances dis- 
closed by the record a clear purpose to restrain trade, through con- 
cert of action, and that excessive increases in price had actually fol- 


‘Maple Flooring Manufacturers’ Association v. U. S., United States Supreme 
Court, Advance Opinions, 1924-1925, No. 17, July 1, 1925, pp. 662-672. 


"Cement Manufacturers’ Protective Association v. U. S., Ibid., pp. 672-679. 


The Trade Association Movement 213 


lowed toward which the “united action of this large and influential 
membership of dealers contributed greatly.” 

In the Linseed case a subscription agreement was entered into be- 
tween the Linseed Crushers Council and the Armstrong Bureau of 
Related Industries, whereby this Bureau would serve as a clearing- 
house of information concerning the business operations of the asso- 
ciates. The subscribers undertook to transmit all published price 
lists promptly to the Bureau, to report by telegraph all quotations 
offering better terms to any buyer than those published, to furnish 
the names and addresses of prospective buyers to whom such special 
quotations were made, and to report all orders received on the basis 
of these quotations. These reports were required to disclose not only 
exact prices and quotations, but also all terms and discounts, the 

,ssuantities sold, and whether the sales were made to jobbers, dealers, 
or consumers. In the words of the court: “Each subscriber agreed to 
furnish a schedule of prices and terms and adhere thereto—unless 
more onerous ones were obtained—until prepared to give immediate 
notice of departure therefrom for relay by the Bureau.” It was also 
provided, for example, that in case a subscriber made an unsuccessful 
offer to a prospective buyer, such subscriber might require the Bureau 
to “bulletin” all the other subscribers for specific information as to 
any quotations they may make to this prospective buyer, and the 
results of such inquiry were to be compiled and distributed among the 
associates. Any failure to submit complete and accurate reports of 
all sales, quotations, and offerings and full and correct answers to all 
inquiries reasonably made by the Bureau subjected the subscribers to 
heavy forfeitures ; and the Bureau’s auditor was authorized to examine 
all books, memoranda, and correspondence of the subscribers. The 
numerous provisions of the arrangement were carried out vigorously. 
Even the most insignificant departures from the agreement were dili- 
gently investigated by the Bureau and the subscribers promptly ap- 
prised of the results; and at the monthly meetings, absence from which 
was subject to fine, “members were ‘put on the carpet’ and subjected 
to searching inquiry concerning their transactions.” All of the in- 
formation divulged in the reports and communications, as well as at 
the meetings, was treated as confidential. The court held this so- 
called “open competition” plan a violation of the Sherman Act. It 
found that the natural and necessary tendency of the agreement, as 
executed by the defendant companies, was to suppress competition in 
interstate commerce. 

It was these two decisions that led to the fear that interchange of 
information among competitors was per se unlawful. This fear was in- 
tensified by the construction placed upon these decisions by the then 
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Attorney General of the United States. In an interchange of corres- 
pondence with the Secretary of Commerce he suggested that even 
general information as to the conditions of an industry ought not to be 
distributed through trade associations, but “strictly through a res- 
ponsible medium,” like the Department of Commerce. On the basis 
of these views consent decrees were exacted from various associations 
whereby they were enjoined from receiving and compiling information 
and statistics concerning production, shipments, stocks on hand, and 
prices except for transmission to a governmental agency, upon its 
request, and not for distribution among their members. There was 
vigorous protest against this attitude of the Department of Justice, 
because there seemed to be little in the Hardwood and Linseed cases 
to justify so sweeping a conclusion. The interchange of information 
in these cases was not only more intimate than is necessary for straight® 
forward competition, but the peculiar circumstances surrounding the 
arrangements, as previously described, gave ample basis for the find- 
ing of a common understanding among the associates calculated to 
restrain competition unduly. At most it may be said that the court 
condemned so-called “open-price policy,” as revealed in these particu- 
lar plans of operation; there is nothing to justify the conclusion that 
the interchange of information as such was held to be illegal. It is true 
that the decrees appear to be directed against the collection and dis- 
tribution of data on production, sales, stocks, and prices, and their 
discussion at meetings of the associates. But since the interchange 
of information and opinion was the mechanism through which the 
restraints were primarily accomplished, it was necessarily compre- 
hended within the decrees. The legal significance of the decisions must 
be measured by the character of the bills of complaint, as illuminated by 
the record, rather than by primary reference to the decrees. The 
Supreme Court set up no new standard of restraint, as an operative 
fact, in addition to the contracts and combinations prohibited by 
section one of the Sherman Act. Throughout the decisions the chief 
emphasis is upon concert of action and harmony of policy. The 
scheme of reports and discussion, in the particular forms disclosed, was 
evidence of the common purpose that animated the associates. It is 
no new legal doctrine that such common purpose may be gathered 
from a complex course of conduct; and an illegal object does not 
become valid because attained through tacit understanding rather than 
through express agreement. But all doubt as to the limits of the 
Hardwood and Linseed cases appears to have been removed by the 
decisions in the Maple Flooring and Cement cases. 


See U. 8. v. Tile Manufacturers’ Credit Association, U. S. District Court, S. D. 
Ohio, In Equity, No. 201, Nov. 26, 1928. 
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The activities of the Maple Flooring Manufacturers’ Association 
against which the government complained were as follows: (1) the com- 
putation and distribution of the average cost to the members of all 
grades and dimensions of flooring ; (2) the compilation and distribution 
of a booklet showing freight rates on flooring from Cadillac, Michigan, 
to over five thousand points of shipment, (3) the collection of complete 
information as to quantity and kind of flooring sold, prices received, 
and stocks on hand, and the distribution of this information in sum- 
mary form without identifying the reporting members with regard to 
specific data ; (4) the discussion of the problems of the industry at meet- 
ings of the association. Since there was no evidence of actual intent to 
restrain competition, and since the prices charged by the associates 
were generally lower than those charged by non-members, the sole 
issue was whether these activities, regardless of their avowed purpose 
or actual effect, were necessarily in restraint of trade. The court 
found: that the average costs were fairly computed from the actual 
experience of the members; that the information as to freight rates, 
in view of the location of the principal producing points in Michigan 
and Wisconsin, was a great convenience to the trade; that the trade 
statistics were entirely confined to closed transactions, did not identify 
the reporting mills nor include names of purchasers, and were given 
wide publicity ; and that the discussion at the meetings dealt with the 
general conditions of the trade, as disclosed in the statistical reports, 
but without any agreement or understanding with respect to future 
policy. On the basis of these findings, and recognizing that “the 
public interest is served by the gathering and dissemination, in the 
widest possible manner, of information with respect to the production 
and distribution, cost and prices in actual sales, of market commodities, 
because the making available of such information tends to stabilize 
trade and industry, to produce fairer price levels, and to avoid the 
waste which inevitably attends the unintelligent conduct of economic 
enterprise,” the court held that there was no necessary tendency in 
these activities to lead to concert of action and restraint of trade. 

In the Cement case the government charged that the Cement Man- 
ufacturers’ Protective Association was instrumental in controlling 
prices and production by means of the following activities: (1) by the 
use of “specific-job contracts” for future delivery of cement, enforced 
by a system of reports and espionage calculated to restrict deliveries 
under these contracts ; (2) by compiling and distributing lists of freight 
rates from arbitrary basing points to numerous points of shipment; (3) 
by the exchange of credit information; (4) by discussion at the asso- 
ciation meetings. Here, too, there was an absence of all agreement 
or understanding as to production and prices, and there was no proof 
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that prices were excessive. The principal issue, therefore, was whether 
“uniformity of prices and limitation of production are necessary re- 
sults of these activities.” With regard to the specific-job contracts, 
the court found: that the sale of cement for future delivery under 
such contracts was an established practice of the trade for which the 
association was not responsible; that the practical effect of these con- 
tracts was “to enable contractors who are bidding upon construction 
work to secure a call or option for the cement required for the comple- 
tion of that particular job at a price which may not be increased, 
>; that under these circum- 
stances contractors frequently took advantage of their position to 


but may be reduced if the market declines’ 


secure deliveries from several manufacturers of the full amount of 
cement required for the specified job, contrary to their rights or to the 
legal or moral obligations of the manufacturers; that the full informa- 
tion concerning these contracts secured through the association, and 
the vigilant checking of particular jobs, were merely designed to pre- 
vent fraudulent imposition upon the manufacturers; and that th 
actual cancellations of deliveries resulting from the association reports 
were but an enforcement, by the individual manufacturers and with- 
out agreement or understanding, of the terms of their contracts. 
Similarly, with regard to the freight rate-books compiled and dis- 
tributed by the association, the court found: that their issuance re- 
sulted from the trade custom of selling cement at delivered prices, for 
which the association was in no wise responsible; that such lists of 
freight rates had been previously published by the individual manu- 
facturers, and their publication by the association but assured greater 
accuracy and economy; that the basing points had not been fixed col- 
lectively or arbitrarily, but were points from which the great bulk of 
cement was actually shipped, and had been developed as a result of 
competitive conditions in particular geographical areas; and that 
“lists of freight rates, in convenient and readily available form, are 
necessary adjuncts to the quotation of delivery prices for cement.” 
It was found that the credit information exchanged by the associates 
merely stated the facts as to delinquent debtors and set forth totals 
of delinquent accounts for comparison from year to year. No con- 
ment accompanied this information, and there was no proof “establish- 
ing an understanding on the basis of which credit was to be extended 
to customers.” At the meetings of the association there was no dis- 
cussion of current prices or of future production or marketing poli- 
cies, and no evidence was adduced that any uniformity of trade cus- 
toms or practices resulted from these meetings. To the contention 
that the uniformity of prices which prevailed in the industry was evi- 
dence of the necessarily restrictive character of the activities, the 
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court replied that “there were frequent changes in price, and uniformity 
has resulted net from maintaining the price at fixed levels, but in the 
prompt meeting of changes in prices by competing sellers”; and it 
referred approvingly to the testimony “given by distinguished econo- 
mists in support of the thesis that, in the case of a standardized prod- 
uct sold wholesale to fully informed professional buyers, as were 
the dealers in cement, uniformity of price will inevitably result from 
active, free, and unrestrained competition.” On the basis of these 
findings, and in the light of the principles enunciated in the Maple 
Flooring case, the court held that the activities subject to complaint 
did not necessarily restrain trade. 

These decisions establish clearly that interchange of information 
among competitors, through the medium of a trade association, is not 
in itself unlawful. Do they go further? Do they constitute a re- 
versal of the Hardwood and Linseed decisions, and thus validate such 
concert of action as was disclosed and condemned in those cases? 
That there is a conflict of opinion within the Supreme Court itself 
is apparent. In the Hardwood case three of the Justices dissented. 
Justice Holmes, Justice Brandeis, and Justice McKenna held the view 
that even the open-price plan of the Hardwood Lumber Manufacturers’ 
Association was a legitimate attempt to organize and conduct the in- 
dustry on an intelligent basis. In the Maple Flooring and Cement 
cases, where the informational activities were approved, there were 
also three dissenting Justices. Chief Justice Taft, Justice Sanford, 
and Justic McReynolds, who had been with the majority in the Hard- 
wood case, regarded even the less flagrant activities of these later 
cases as illegitimate. Apparently the Justices are all agreed only 
upon this: that interchange of information may under some circum- 
stances be abused, for in the Linseed case the adverse decision was by 
a unanimous court. But whatever the individual differences of view 
within the court, there appears to be no adequate ground for consider- 
ing the opinion of the majority in the Maple Flooring and Cement 
cases a reversal of the earlier decisions. Justice Stone, who spoke for 
the court, clearly distinguished between the two sets of cases. There 
was no labored attempt to introduce a new legal doctrine without 
appearing to override an old one; the diverse circumstances and con- 
ditions surrounding the two groups of activities afforded ample basis 
for arriving at opposite judgments. In the Maple Flooring case, in 
which the more elaborate of the two recent opinions was rendered, Jus- 
tice Stone developed carefully the following chain of reasoning: that 
each case under the Sherman Act must necessarily be determined on its 
own facts; that in order to succeed, the government must bring its 
complaint within the rule of the Hardwood and Linseed cases; that 


her 
re- 
cts, 
the 
‘On- 
ion 
ple- 
ed, 
um- 
to 
of 
the 
ma- 
and 
re- 
the 
orts 
ith- 
cts. 
dis- 
re- 
for 
of 
nu- 
ater 
col- 
of 
of 
hat 
are 
nt.” 
ates 
tals 
om- 
ish- 
ded 
dis- 
cus- 
tion 
evl- 
the 


218 American Economic Association 


the characteristic feature of those cases consisted in their involving 
concert of action; that such concert of action was entirely lacking in 
the instant proceeding; that while the collection and dissemination of 
trade information might be made a basis or instrument of concert of 
action, there was no necessary tendency for such an outcome to follow. 
And the opinion was concluded in these words: “We decide only that 
trade associations or combinations of persons or corporations which 
openly and fairly gather and disseminate information as to the cost of 
their product, the volume of production, the actual price which the 
product has brought in past transactions, stocks of merchandise on 
hand, approximate cost of transportation from the principal point of 
shipment to the points of consumption, as did these defendants, and 
who, as they did, meet and discuss such information and statistics with- 
out, however, reaching or attempting to reach any agreement or any 
concerted action with respect to prices or production or restraining 
competition, do not thereby engage in unlawful restraint of commerce.” 
It would appear, then, that attempts to resuscitate the old practices, 
whether in the form of the open-price arrangements as revealed in 
the Hardwood and Linseed cases or in the form of the so-called Gary 
Dinners condemned in the Steel Corporation case, are ill-advised. 


There is great promise in the trade association movement. It seeks 
to co-ordinate competitive forces without relinquishing the fruits that 
spring from individual initiative. It represents an attempt to secure 
voluntary regulation of industry from within, on the basis of actual 
experience and concrete needs, and thereby diminishes the necessity of 
less enlightened compulsion from without. It affords a means of steer- 
ing a middle course between the waste and chaos of blind and unre- 
strained competition and the inflexible adjustments of authoritative 
control. It serves as a source of special advantage to small and 
medium-sized concerns, and tends to safeguard the community against 
the overwhelming power of giant consolidations. Even when particu- 
lar associations overstep the bounds of legality, the task of enforcing 
the law is not fraught with the grave difficulties and untoward con- 
sequences involved in the dissolution of close combinations. But the 
opportunities for service through trade association activity that is 
clearly within the law are so great, that questions of legality should 
become increasingly less significant in the development of the move- 
ment. Attempts, through devious devices, to circumvent the law are 
but a manifestation of immaturity. It is along constructive channels 
that the promise of the trade association movement will be realized. 


*0. 8. 0. U. 8. Steel Corporation, 223 Fed. 55 (1915); 251 U. S. 417 (1920). 


STATISTICAL ACTIVITIES OF TRADE ASSOCIATIONS 
By Gerarp C. HenpERson 
New York City 


There are few more fascinating pursuits than the study of the 
effect which economic and legal institutions have upon each other. A 
new economic institution makes its appearance, grows, waxes strong. 
It encounters legal restraints, perhaps arising out of tradition, or 
based on a chance legal precedent, or perhaps representing a hostile 
economic interest. The tug of war begins. If the economic institu- 
tion is vital and draws sustenance from important springs of human 
endeavor, the legal restraints will begin to show signs of strain. Prec- 
edents will be distinguished, principles encroached upon by exceptions, 
and the symmetrical pattern of the law distorted. Perhaps a new 
equilibrium will be found, or perhaps the legal restraints will snap and 
fall asunder. Perhaps again they will prove the more tenacious of the 
two, and the economic institution will perish, throttled by the dead 
hand of the law. 

The law affecting trade associations is now in such a period of 
strain. Of the importance of the trade association as an economic 
institution, of its amazing growth during the past quarter century, 
I need not speak, for these are matters of history known to you all. 
Until recently, the conflict between the trade association and the law 
has been no more than a series of skirmishes. The decisions have 
dealt with activities such as coercive boycotts, blacklists, and price 
fixing by no means essential to the life of the association. But with the 
American Column and Lumber Company case, in 1921, and the Ameri- 
can Linseed Oil case, in 1923, the lines began to tighten, and in the cases 
decided by the Supreme Court last June the trade association had come 
to a final grapple with the restraints of the law in matters vital to 
the usefulness and even existence of the association. To compile, 
circulate, analyze, and discuss trade statistics gathered from its mem- 
bers is of the very essence of trade association activity. If these 
activities were prohibited by law many associations would become 
mere debating societies upon academic questions of ethics and econom- 
ics. It is this very need for a central statistical clearing house for 
the trade which has been one of the main causes of the phenomenal 
growth of trade associations in recent years. 

The decisions last June have been hailed on the one side as a new 
charter of liberties for trade associations. On the other hand, it 
has been asserted that the cases rested on peculiar facts, and made 
no real change in the law. There is no doubt that the opinions of 
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Justice Stone approached the subject from a point of view more in 
sympathy with trade association ideals than the opinions in the 
earlier cases. But opinions are not precedents, and I will ask you to 
follow me through a somewhat detailed analysis of various types of 
trade association activities, in order that the scope of the decisions can 
be made clear. 

Let us begin with a simple case. An association, through its statis- 
tical bureau, receives from each member current reports showing in 
detail the production, orders, shipments, stocks on hand, and unfilled 
orders of the member in question, and also giving details of individual 
sales actually consummated, including quantity, grade or quality, and 
price. 

The statistical bureau compiles from these reports figures showing 
the aggregate of production, orders, shipments, stocks and unfilled 
orders, and a tabular list of the sales consummated. These compi- 
lations are embodied in a bulletin, which is circulated among the mem- 
bers, copies being furnished the Department of Commerce and the 
trade journals. All the figures, it should be noted, relate to past 
transactions. There is nothing said as to future prices, schedules of 
output, or sales policies. 

It is surprising that the lawfulness of such a plan for gathering and 
distributing statistics should ever have been in doubt; yet it was only 
established by decision of the Supreme Court last June, after re- 
argument, and over the dissent of the Chief Justice and two Associate 
Justices. The dissenting opinion of Justice McReynolds breathes a 
spirit hostile, it would seem, to all statistical activities of trade asso- 
ciations, based on confidential data furnished by members. The Chief 
Justice and Justice Sanford dissented on the authority of previous 
cases. 

Before the decisions last June, such a plan, although not squarely 
condemned by any decision of the Supreme Court, was, to say the 
least, under the gravest suspicion of illegality. ‘Genuine compet- 
itors,” the Supreme Court had said in the American Column and Lun- 
ber case, “do not make daily, weekly, and monthly reports of the 
minutest details of their business to their rivals.” 

Following the decision in this case, reports the Department of 
Commerce, many of the trade associations abandoned entirely their 
statistical activities, for fear of running afoul of the law. The 
Attorney General, in his letter to Mr. Hoover, on February 8, 1922, 
said cautiously: “I can now see nothing illegal” in activities of this 
kind, “provided always,”’—note the qualification—“that whatever is 
done is not used as a scheme or device to curtail production or en- 
hance prices, and does not have the effect of suppressing competition.” 
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To circulate figures showing prices received in individual transactions 
was supposed to place the association under a peculiarly thick cloud 
of suspicion. In the report of the Department of Commerce on trade 
associations, published in 1923, the chapter on the legal aspects of 
statistics had observed that “probably the most ‘inflammable’ material 
which a trade association can use is statistics of sales prices. To the 
preceding statistics of production, stocks, and sales it is like the 
tip of the parlor match, which on a slight friction sets the whole head 
in a blaze.” And Mr. Hoover, in his address to the Trade Associa- 
tion Conference in Washington, on April 12, 1922, had announced 
that “the officers of the Government do not believe that these functions 
(open price reporting) are in the public interest, whether they are 
used in violation of law or not.” 

The decision of a majority of the court in the Maple Flooring case, 
decided June 1, 1925, has, however, cleared up any doubts on the 
subject. The case has settled the point in favor of the trade asso- 
ciations. It can now be accepted as a guide for future action, that an 
association may gather from its members statistics of production, 
orders, and sales, including the quantity, grade and price of individual 
sales, and circulate this information to its members, the trade journals, 
and the Department of Commerce, without risk of prosecution under 
the Sherman Law. 

We will proceed a step further. Suppose that, instead of merely 
circulating the dry statistical summaries, the association should add 
an editorial department to its weekly bulletin, and employ an editor 
with a literary bent, to soliloquize on matters of interest to the trade. 
In his editorials he takes occasion to comment from week to week on 
conditions in the trade, as revealed by the statistical summaries. On 
one occasion he may point out that orders during the past month are 
shown to have exceeded shipments by 20 per cent, with a conse- 
quent stiffening of prices. On another occasion he may comment on 
the fact that production and stocks on hand are at record figures, 
whereas for the past few weeks new business has shown a tendency to 
decline. The comments, as well as the figures, have in a few cases 
some effect on the business policies of the members of the association. 
In the first instance they may lead several firms to the view that the 
trade will stand a slight rise in prices. In the second instance a number 
of concerns may decide that it is wise to curtail production. I am 
not now dealing with a case in which the association bulletin either 
advises or suggests increase of price or curtailment of production. It 
merely presents and analyzes facts. 

In the report of the Department of Commerce there is a suggestion 
that even such a dry and matter-of-fact analysis, while perhaps le- 
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gitimate in the circulation of cost accounting data, is reprehensible in 
connection with statistical activities of the kind here considered: 


“There does not seem to be the same necessity nor justification 
of collective study of production, stocks, and sales statistics as 
is shown by production-cost data. In fact, it would be hard to 
justify more than the barest and most condensed tabulation of 
such statistics. ‘To attempt more is almost certainly to tend 
to suggestion or discussion concerning the rate or volume of pro- 
duction or stocks in relation to prices.” 


The point is difficult to grasp. Whether statistics are given numeri- 


cally or graphically, vertically or horizontally, in words or in fig- 
ures, does not affect their inherent quality as presentations of exist- 
ing fact. If editorial comments can be confined to presentations of 


fact, they do not, it would seem, differ in quality from the statistics 
they are meant to illuminate. 


The difficult questions arise at the next stage of the discussion. 


Suppose that the statistician or editorial writer begins to draw con- 
clusions with reference to future action, to suggest conduct, to ad- 


vise and exhort. He may say, for instance, that all the statistical 
factors point toward and justify an increased price, and that if 
producers will only resist the blandishments and misrepresentations 
of unscrupulous buyers, if they will keep an eye on the main chance 
and not yield to the temptations of immediate profit, there are glor- 
ious opportunities ahead for the industry. Or he may say that the 
disparity between production and demand, as revealed by the current 
statistics, is more menacing than it has been at any time since the 
spring of 1920, and that producers who persist in their present orgy 
of overproduction should bear in mind the fate of their comrades who 
pursued the same course just prior to the last period of deflation. 
Note that I am not supposing that he is advocating any concerted 
action. He is not suggesting that all members, on a certain day, 
raise prices by so much a pound, or curtail production 10 per cent. 
He is merely addressing to each reader arguments designed to influnce 
the reader’s individual judgment as to his independent action in the 
future. 

This was the question presented in the American Column and Lum- 
ber case, and the decision was that where there is such a combination 
of statistical activity and editorial activity, not only the preachments 
of the editor, but the circulaton of statistics as well, become illegal. 
In this case, in addition to the circulation of the bulletin, it was noted 
that the association held periodic meetings, and that at these meet- 
ings speakers had frequently referred to the production reports, 
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“with the implication, not disguised, that higher prices must result.” 
The decree of the court forbade the distribution of reports, the dis- 
cussion of prices at association meetings, and the exchange of pre- 
dictions of high prices. Since the majority opinion in the Maple 
Flooring case does not purport to overrule this decision, the two cases 


together must be understood as standing for the following propositions: 
first, that the gathering and circulation of production, sales, and 
price statistics is not of itself illegal; that it may, however, be used 
for a wrongful purpose; and that editorial opinion in statistical 
bulletins and oratory at meetings may reveal and expose the nefarious 
purpose of the whole plan. The result is that an association possess- 
ing the requisite purity of purpose may circulate statistics, but that 
precisely the same statistical activities may be prohibited on the part 
of an asociation whose purpose is, or has been, sinister. Whether an 
association which has once been disqualified can purge itself of wrong- 
ful purpose, and how the purging process can be accomplished, one 
cannot, in the present state of the authorities, clearly state. 

It is, of course, frequently the case that the lawfulness of conduct 
depends not alone upon the things actually done, but upon the pur- 
pose for which they were done. If I step on a man’s toe through 
inadvertance I may be blameless,while the same physical action mo- 
tivated by dislike might subject me to a charge of assault and battery. 
In a murder case, felonious intent is one of the most frequent sub- 
jects of judicial inquiry. These are cases in which the inquiry is as 
to the mental state of a specific individual—as to whether he knew the 
revolver was loaded, or desired the victim’s death. But in dealing 
with an association, the problem is entirely different. It is fashion- 
able, as well as convenient, to personify groups, and attribute to them 
the various elements of individual psychology, and generally the per- 
sonification can pass without challenge. But where we speak of the 
purpose of an association, and judge the lawfulness of its conduct by 
the propriety or impropriety of its purpose, it is important that we 
know what we are talking about. Are we inquiring as to the mental 
state of the secretary who compiles and distributes the statistics’ 
Or the mental state of the members? Suppose that half the members 
support the association from motives which the law regards as proper 
and half the membership from forbidden motives? 

The greatest danger of loose thinking in trade association cases 
lies in the fact that it is by no means clear what purpose the law 
condemns and what purpose it considers laudable. A purpose is a 
mental picture of something desired to be accomplished. If such a 
mental picture accompanies action tending toward its accomplishment, 
we call it the purpose of the action. What is the mental picture 
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accompanying the distribution of statistics which renders it unlaw- 
ful? All that we can get from the authorities is that the conduct is 
unlawful if its purpose is suppression of competition or enhancement 
of prices, or restraint of trade. You will find it an interesting exer- 
cise to sit quietly in your chair for a few minutes and endeavor to 
create a mental picture of restraint of trade. It is not a phrase which 
describes anything concrete or specific, but rather a convenient epithet 
which we apply to a lot of things that we do not like, and even the 
Supreme Court has been unable to tell us clearly what it covers and 
what it does not. Enhancement of prices is a more tangible concept, 
but what business man motivated by normal acquisitive instincts does 
not desire an enhancement of prices? Suppose that an industry is in 
a stage of abnormal depression, accompanied by disorganized and 
unintelligent overproduction. A trade association is formed, in the 
belief that overproduction may be rectified by a general knowledge 
of the statistical position of the industry. Probably every member 
will have in his mind a clear picture of the cents per pound he would 
like to have added to the price as a result of the statistical activities. 
Of course if properly advised by counsel, he will say that his purpose 
is the accurate dissemination of statistics, and the rectification of 
overproduction merely a concomitant by-product, but we know that 
these are merely verbal differences, too fine to be made the basis of a 
distinction between legal right and wrong. 

Nominally, the majority and minority in the recent cases differ only 
in their interpretation of the facts. A minority thought that the 
conduct of the members of the association warranted an inference of 
improper purpose. A majority could find in the facts no basis for 
such an inference. Yet I cannot help feeling that the difference lies 
much deeper, and that majority and minority would be found to dis- 
agree even if the mental condition of the members of the association 
could be photographically depicted on the court room walls. 

I cannot believe that a psychological inquiry into the state of mind 
of each member of an association can be relevant to the issue of the 


lawfulness of an association. When we discuss the purpose of asso- 
ciation activities we are speaking not psychologically, but sociologi- 
cally ; we are discussing not the state of mind of the members or even 
of its officers and agents, but the economic function and probable effect 
of the activities in question. The word “purpose” in the current legal 
discussion must be used in the sense in which it is used when we speak 
of the purpose which a wheel or a bolt fulfills in a steam engine. We 
are not so much concerned with the state of mind of the man who put 
it there, as with the functional object which the wheel or bolt achieves. 
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Is not this the correct approach to the study of trade association 
activities ? 

Circulation cf statistics, discussion of statistics, even—though here 
I appreciate that I tread upon debatable ground—preachments at 
meetings and in trade journals on matters of trade policy, are pri- 
marily means of circulating information and of education on trade mat- 
ters. Let us inquire into the economic and social advantages and 
disadvantages of such activities, instead of pursuing a vain hunt for 
a phantom purpose, undefined and perhaps no more than a product 
of legal fiction. On one side of the scale we may weigh the fact that 
such activities may facilitate conduct which the law denounces. It 
cannot be denied that an organization which gathers and distributes 
statistics, which provides a common forum for the industry, which 
promotes good fellowship, and habits of co-operation, may make it 
easier to indulge in boycotts, price fixing, or other oppressive trade 
practices. On the other hand, we should weigh, and in my opinion 
most heavily, the social advantages of research, of free interchange 
of information, of open discussion, in short, of freedom of speech 
and of the press. We should weigh also the circumstance that the 
administration of a law directed against discussion and exchange of 
information is in the long run illusory. We may exercise a censor- 
ship over trade publications; we may prohibit trade association meet- 
ings, or require that they be conducted under the legal eye of the 
ubiquitous general counsel, ready to raise a warning hand whenever 
forbidden topics are touched upon. But how can we extend the cen- 
sorship to private conversations? How can we be sure that the 
presidents of two leading concerns in the trade will not meet at the 
lunch club and exchange views upon matters of common interest? 
And is it worth while forbidding members of the trade to do in public 
what they cannot be prevented from doing privately ? 

Our outlook on the subject, and even the outlook of the courts, is 
inevitably affected by circumstances that do not always have a proper 
place in a logical analysis. There have been grave abuses in the 
history of some trade associations, as some of the litigations under 
the Sherman Law and the Trade Commission Act have shown, and 
some of these cases have doubtless left in the minds of judges and 
legislators a feeling of resentment not easy to overcome. Officers of 
associations do not always have the public point of view, the willing- 
ness to hear the other man’s argument, the tolerance of criticism, so 
essential wherever public relations are involved. An association pro- 
vides for its members a useful means of defense against unjust attack, 
but it also furnishes to its enemies a target upon which attacks can be 
centered. The public likes to personify an industry, and to trans- 
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late economic tend n terms of conspiracy and of the machina- 
tions of a few individ An industry with an active and influential 
trade association Nn more on its good behavior than an indus- 
try that is disorganized [t is to be hoped that trade association 
officers will not over < the point that the future development of the 
law will doubtless depend greatly upon the manner in which they exer- 
cise the new freed: rranted to them by the courts, and the manner 


in which they demear emselves in their public relations. 
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TRADE ASSOCIATIONS—DISCUSSION 


Witson Compron.—For many years public and professional discussion 
of trade associations has usually drifted into terms of law, into talk about 
restraint of trade, and into anxiety for the future of the competitive sys- 
tem. 

Like many another novel development in our economic life, it has been 
looked upon with skepticism. Those who thought and knew, could visual- 
ize its constructive possibilities in terms of economic and social progress. 
Those who did not think and did not know, looked upon it as an agency 
of monopoly and economic oppression—to be resisted and destroyed. 

Probably the average public attitude in the past toward the trade asso 
ciation movement has been defensive—as against a social liability. Today 
it is at least receptive—as to a probable economic asset. This is merely 
a part of the process of the evolution of economic institutions of which Mr. 
Henderson has spoken. 

Trade associations during recent years have had their greatest publicity 
and prominence in terms of Government investigations and litigation. It 
is not unnatural, therefore, that people should have been led to think 
of the association movement in the negative terms of anti-trust laws rather 
than in the positive terms of substantial assets to economic welfare. Over- 
emphasis has undoubtedly been given to the legal aspects of trade asso- 
ciation. Agitation and controversy over legality were of course inevitable 
during the period during which trade associations were graduating from 
the older type of semi-social organization to the present characteristic 
type of solid, continuing, and well-financed business institution. I make 
no comment upon the abuses and deficiencies which have characterized 
trade associations. ‘These are obvious and are well known; and they have 
been convincingly analyzed by both Professor Sharfman and Mr. Henderson. 

But an institution will make permanent progress, not by mere negative 
omission of the acts which the law of the land prohibits, but by the con- 
structive development and application of those economic forces which 
the progress of the industries and the public welfare demand. The ad- 
vice of the lawyer to whom Mr. Henderson refers as the “ubiquitous gen- 
eral counsel” is, of course, necessary as a safeguard against overzeal and 
abuse. But this is a service of subtraction. Whence then is to come the 
guidance and the impetus through which co-operation among competitors 
through trade association may make the maximum contribution to eco- 
nomic progress? 

I am not belittling the service of the lawyer to the trade association 
movement when I, who am both a lawyer and an economist, say that the 
constructive future of trade co-operation is in my judgment to be found, 
not by the lawyer, but by the economist. In the Book of Luke, the “gen- 
eral counsel” finds this admonition: “Woe unto you, lawyers, for ye have 
taken away the key of knowledge; ye entered not in yourselves, and them 
that were entering in ye hindered.” I find no such admonition of the econ- 
omist ! 
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As long as the trade association movement was on the defensive, was 
groping for its permanent moorings, and was gaining trustworthy ex- 
perience by the practical but perilous process of trial and error, the focus 
of attention upon the permissions and the prohibitions of the law was 
inevitable. The period of legal technicality has apparently been passed. 
The Maple Flooring and Cement case decisions of the United States Su- 
preme Court, to which both Professor Sharfman and Mr. Henderson have 
freely referred, have converted the problem of trade association conduct 
from one of avoiding technical violation of statute to one of maximum 
performance of industrial and public service. The fundamental issue 
which came to be involved in the succession of trade association cases was 


not the mere right of particular individuals to do certain things collectvely, 
but whether the institution of competition, in the sense of free, fair, and 
equal opportunity between competitors to trade on a basis of equal bar- 
gaining advantage, would be preserved; or whether, in an effort to enforce 
the letter of a statute, as distinguished from the public interest which the 
statute was designed to protect, we might cling to the form of competition 
and lose its substance 

I take it to be a safe assertion that the anti-trust laws have been de- 
signed for the principal purpose of either preventing or destroying mon- 
opoly or restraint upon free, fair, and equal competition which would lead 
to the arbitrary control of prices or production. Let there be no doubt 
of the fact that, for practical purposes, the recent trade association de- 
cisions in the Supreme Court are epochal, or that they constitute in sub- 
stance a reversal of earlier decisions. I have been associated with counsel 
in two of the principal association cases before the Federal courts during 
the last five years. I know somewhat the public construction placed upon 
these decisions and the extent to which the findings of the Court were in 
accord with the actual facts in the trades involved. The two recent de- 
cisions to which both Professor Sharfman and Mr. Henderson have re- 
ferred ought to be looked upon by economists as a distinct vindication of 
the adaptability of judicial interpretation to economic facts. The logic 
of the Supreme Court in its formal opinion is economic, not legal. It 
shows a significant degree of flexibility in the application of the law to 
changing conditions. It means in substance that the anti-trust laws are 
being applied so that the public purposes of the statute and not merely its 
barren phrases may be made effective. 

During the past five years, the process of public education to an under- 
standing of the fundamental economic meaning of trade co-operation 
through associations has manifestly resulted in a more accurate and cer- 
tainly a more tolerant appreciation of its strength and its weakness, its 
advantages and its drawbacks, and its ability to do harm and its capacity to 
do good. The analysis presented here by the principal speakers is both clear 
and fair. Trade associations are relatively a new institution. Generally 
speaking, their policies represent the most forward-looking views and the 
highest ethical standards within their respective trades. They represent 
the most powerful organized machinery in existence today for the self- 
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government of industry. Public agencies such as the Federal Trade Com- 
mission can proceed only by injunction; prosecuting agencies, only by the 
force of statute law. Trade associations, on the other hand, generally 
represent organized public opinion within their respective industries or 
trades; and, as long as the prevailing fundamental sentiment of American 
business is in support of high standards of commercial ethics, honesty, and 
fair dealing among competitors and with the public, so long will the ca- 
pacity for and the probability of good through trade associations exceed the 
likelihood of evil. 

If in any important respect the leading papers have been perhaps de- 
ficient, it is in the underemphasis given to constructive activities of trade 
associations in our principal industries. These have been repeatedly and 
strongly commended by the Secretary of Commerce, Mr. Hoover, in official 
reports and in public address. The Secretary of Commerce has prob- 
ably contributed more than any other citizen to the forward-looking poli 
cies of American industries which are gradually being worked out through 
their respective trade associations. The progress in this direction has, | 
believe, been due primarily to the fact, obvious and precious to us who 
are directly identified with trade organization activity, that vastly greater 
consideration is being given to the public welfare and public service as 
pects of industrial and commercial policies. 

Perhaps, with your indulgence, an example of this tendency may be 
made by an illustration drawn from the timber and lumber industries with 
whose affairs I am associated and intimately familiar. Its activities in- 
volve problems peculiar to the ownership, administration, and use of natural 
resources—in this instance, of forests, the only natural resource which 
is capable of replacement after use. Lumber manufacture is a substantial 
activity in thirty-six states. There are approximately thirty thousand in- 
dividual producing units widely scattered. The ownership of standing 
timber is still more decentralized. There are about five thousand whole- 
sale distributing units in the lumber trade and between twenty-five thous- 
and and thirty thousand retail lumber establishments. No single owner- 
ship operates or controls as much as 1 per cent of the lumber output. Lum- 
ber is characteristically an industry of small units. To this rule there 
are not more than half-dozen exceptions. It has a total producing capac- 
ity considerably in excess of the maximum annual demand for its products. 
Its very make-up constitutes a safeguard against monopoly and substantial 
trade restraint, but no safeguard against wastes or inequality in the con- 
ditions of competition, nor a guaranty of trustworthy and efficient service 
to the lumber-using public. 

The lumber trade now is highly organized. There are national, regional, 
and state associations of retail dealers, wholesale dealers, lumber manu- 
facturers, and timber owners. I can speak with authority, not for the 
lumber dealers, but for the lumber manufacturers and timber owners. 

The National Lumber Manufacturers Association is a federation of 
fourteen regional associations, including the entire lumber manufacturing 
industry so far as it is organized. In all of its activities it spends about 
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three-fourths of a million dollars annually. It does engincering, test- 
ing, scientific, statistical, and economic research, advertising, publicity, 
standardization, waste prevention, wood utilization, forestry, and general 
trade extension work in behalf of the producers and consumers of forest 
products. It conducts an insurance exchange and a capital and credit 
rating and collection service for the convenience and economy of its 
clients and as a mea driving crookedness and commercial fraud out 
of the lumber trade 

It represents the lu r industry before committees of Congress and 
government depa1 ts with which as agencies of the public it is co- 
operating. Through the so-called “American Lumber Standards,” now 
officially endorsed by the Department of Commerce, it has been instru- 
mental in providing 1 umber trade with a system of weights and 
measures which has been a great fundamental aid to freedom, fairness, 
and equality in lumber mpetition, and a great protection to lumber 
users. 

It is given credit for having greatly stimulated interest in, and com- 
mercial practice of, fo ry in the United States—an activity in which 
marked progres l i ng m ude 

The services of ; building code engineers are in constant demand 
from city building officials throughout the country. Public confidence 
in this phase of our work undoubtedly due to the fact that we have 
as consistently opposed building code provisions unduly and _ unsafely 
liberal to the use of lumber, as we have opposed provisions unnecessarily 
restrictive of the e mical use of lumber in construction. 

Its current statistics, showing changes in lumber supply and lumber 
demand, without any interpretation or editorial comment whatever, have 
for many years been made available as completely and as promptly to 
lumber buyers and lumber consumers as to its own immediate subscribers, 
the lumber manufacturers. It has consistently pursued, in practice as 
well as in principle, the policy that both seller and buyer, both producer 
and consumer, are benefited by making available to each alike the most ac- 


curate information regarding current conditions of supply and demand. 


I am not saying that the pursuit of this policy has been without con- 


siderable antagonis friction, and conflict within the association itself. 
But that is merely a matter of association administration; and the fact 
that several thousands of timber companies have continuously for some 
years supported an association committed to such policies and in fact have 
increased its total revenues many fold, is an indication of solid, sound, and 


substantial sentiment in that industry, which permits of no debate. 
The activities and accomplishments of the lumber industry in the field 
of standardization during the past five years have elicited from the Secre- 
tary of Commerce the repeated public comment that this has resulted in 
savings to the lumber trade, lumber consumers, and the public generally, 


of scores of millions of dollars annually; and to use his own phrase, that the 
lumber industry now leads all the industries of the United States in the 
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“establishment of rules for fair dealing.’ These are the tangible results 
of association. 

I have no reason to believe that the National Lumber Manufacturers 
Association, from which this brief illustration is drawn, is unique among 
industrial associations. I suspect that it has had more than average success 
in the sense of practical accomplishment. But I know scores of other 
associations in American industries and trades whose activities have been 
beneficial to buyer and seller, producer, and consumer alike, which also 
have been involved in no litigation and hence had no notoriety, whose 
constructive activities indicate that the reins of control of American busi- 
ness policy are more and more being assumed by a forward-looking leader 
ship, which, by co-operation between the producer, distributor, and con 
sumer, is seeking in good faith to give to the public the benefits of compe- 
tition and to the industries and trades themselves the benefits of co 
operation. 

This promise for the future will be realized through trade associations, 
not so much by keeping their eye upon the Sherman anti-trust law and the 
Federal Trade Commission Act, but by a consideration in good faith 
of public interests and the public welfare, and by a determination to share 
fairly with the public the benefits of lawful co-operation. Thus con 
ceived—and is it not after all a practical conception—it is not merely com 
petition, but co-operation in competition, which is the life of trade. 


Myron W. Warkins.—The papers which have just been read illuminate 
certain aspects of the trade association movement admirably and deserve 
close study. But both Professor Sharfman and Mr. Henderson have devoted 
themselves primarily to the legal issues which business co-operation pro 
vokes. Preliminary to what I have to say by way of criticism of their 
analyses, I should like to direct attention for a few moments to the eco 
nomic nature and historical significance of trade association developments. 

The growth of these co-operative organizations of independent business 
units represents, as I view it, a modification of the established organiza- 
tion of industrial control. Trade associations are progressively remodelling 
the system by which the productive and distributive processes are governed. 
By this I mean that the determination of the sorts of things which are 
produced, how they are produced, the volume in which they are produced, 
and the conditions under which they are sold, is becoming more and more 
of a collective responsibility and a conscious decision. And it is, of course, 
becoming correspondingly less and less the chance outcome of the inde 
pendent volition of numerous competing producers, as it has traditionally 
been supposed to be. It requires no assumption of illicit “agreements” 
to justify this view. The standardization of products, the formulation 
of ethical codes, and the systematic collection of comprehensive trade sta 
tistics, to mention only three prominent association activities, plainly work 
in the direction I have indicated, irrespective of the concerted enforcement 
of uniform policies. Indeed, it is of the very essence of every form of 
trade association work that the individual business unit is regarded as 
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incapable of finding and rsuing sound policies acting in isolation, and 
that only in the know f what other concerns are dcing and proposing 
to do can the “right be recognized; and if the trade association 
fulfills its function, that the poliey which will be followed. There need 
be no compulsion in such business co-operation. “By its fruit,’ a trade 
association will be known et it be distinctly recognized, moreover, that 
there is no implication secret and predatory designs among trade 
association members would simply emphasize that group judgments, 
or more strictly individual judgments influenced by industry-wide group 
action, are continually molding the conduct of business enterprise to a 
greater and greater extent 

There should be nothing in this transformation of the organization of 
industrial control, however, to arouse grave fears or, for that matter, to 
awaken high hopes, when it is viewed in historical perspective. If | 
interpret the development of industrial control during the last six cen 
turies correctly, it has pa 1 through three large phases. Roughly, each 
phase may be alloted a period of about two centuries. In the 14th and 
15th centuries the direction and character of industrial activity were de 
termined predominantly by autonomous bodies composed of and compris 
ing those engaged in each special field of production. It was the period 
of the craft guilds. These organizations were more or less voluntary, more 
or less private associations of proprietarily independent productive units. 
But they exercised a large degree of control over the manner of conducting 
industrial operations a1 he relations of the masters to the market and 
the community. The 16th and 17th centuries witnessed a transformation 
in this system of in rial governance, consisting in the substitution very 
generally of the coc: uthority of the state for the collective will of 
each industry. This \ the period of mercantilism, Burleighism, Col- 
bertism. The state n took, or at least according to prevailing con 
ceptions of what constituted sound policy, was supposed to undertake, the 
regulation of what things should be produced, how they should be pro 
duced, and even where and on what terms they should be sold. Finally, 
during the 18th and 19th centuries, arbitrary and authoritative control was 
gradually relinquished and the direction of industrial processes was left 
to the inter-play of competitive forces. This was the era of laissez faire. 
Each individual productive unit in any line of industry was allowed and 
expected to make its own decisions as to what, when, and how to produce. 

It need hardly be reiterated that no rigid date lines mark the boundar- 
ies of these successive phases; but it should perhaps be observed that at no 
time in any one of these three periods was there exclusive adherence to a 
single principle in the regulation of industry. One is justified only in 
the statement that the dominant characteristic of the industrial organization 
of the 14th and 15th centuries was autonomous association, of the 16th 
and 17th centuries, coercive authority, and of the 18th and 19th centuries, 
individual initiative or free enterprise. I submit that experience does not 
give ground for the conclusion that either an industral millenium or eco- 
nomic decay must necessarily attend a movement toward the reorganiza- 
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tion of industrial control in any one of these three directions. Perhaps 
each is particularly suited to certain peculiar objective conditions or to 
a certain stage of cultural advancement. Perhaps an enduring synthesis 
may eventually be achieved. But be these things as they may, I should 
like to leave with you the question if the trade association movement may 
not indicate a recurrence in the 20th century of the plan of industrial con- 
trol which flourished six centuries ago? And if such is the case, may not 
something be learned as to a proper attitude towards trade associations 
from a study of the external forces and internal weaknesses which brought 
about the abandonment of their prototype some four centuries since? 

Your indulgence is asked for the abruptness of the transition in passing, 
now, directly to the consideration of the legal issues treated by Professor 
Sharfman and Mr. Henderson. What is the significance of the recent 
Maple Flooring and Cement cases upon the position and prospects of trade 
associations? And are these cases reconcilable with the earlier decisions 
in the Hardwood Lumber and Linseed Oil cases? These four cases, con- 
sidered together, exemplify admirably the concrete application of the 
“rule of reason.” They do not much clarify the legal situation, however, 
as Mr. Henderson has explained. Nor do the two recent cases, because 
of their favorable outcome for the associations, appear to contribute any 
additional liberty of collective action among trade competitors; and in so 
far I should agree with Professor Sharfman. The Maple Flooring and 
Cement cases, by the confession of the Court, rest upon exactly the same 
principles of public policy as the Hardwood Lumber and Linseed Oil cases. 
The sole important difference between the earlier cases and the later 
cases is that in the former the Court found “ample evidence” of concert 
of action, and therefore inferred a tacit understanding upon market policies, 
while in the latter the Court could find no evidence of concert of action in 
respect to production or price policies and therefore concluded there was 
no element of agreement or conspiracy in the relations of the defendants. 
There the differences end. If you seek the concrete facts which led the 
Court to take one view of the co-operative activities of trade competitors 
in the first two cases and an opposite view in the two recent cases, you will 
not find them in the opinions. 

True, the Court relates numerous circumstances calculated to support 
its interpretation of the record in each of these four instances. But | 
think I am correct in stating that not in a single respect are the facts 
specified in support of one of these decisions in harmony with the com- 
parable facts in the other case decided the same way and contrary to the 
situation disclosed in the two cases decided in the opposite way. Thus, 
in respect to the character of the statistical data interchanged, it was at 
least as detailed, or “intimate,” in the Cement case as in either the Hard- 
wood Lumber or Linseed Oil cases. In respect to the publicity given the 
information assembled, none of the four defendant associations stood in 
a better light than the Hardwood Association. If the Linseed Crushers’ 
Council operated secretly, so also did the Cement Manufacturers’ Asso- 
ciation. In respect to the reporting of so-called “future prices,” or prices 
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current, the Hardwor tion appears to have been no more of a mis 
} 


creant than the Maple ! roup, and t 


reprehensible than the I i shers’ Council, if this be considered an 


1e Cement Association no less 


element in the latter In respect to the sanctions and precautions 
for the honest observa reporting agreement by all the associates, 
if the linseed oil produ erred in the binding character of the obli- 
gations assumed, i the cement manufacturers. And if th: 
Maple Flooring Associa vas without fault in this respect, so also was 
the Hardwood . ciat [In respect to the offering and receipt of 
advice, opinion, or ymmon participation in mutual ex 
hortation, if th 0 f urers were free of guilt, so also wer 
the linseed crushers £ b t to overlook the fact that 
the trial court in the M ring ease found, in connection with the 
association meetings, w Supre! urt was unable to find, evidenc 
of the exertion of t re of group opinion to induce conformity to 
policies deemed mutu: intageou Finally, in respect to the exist 
ence of agreements, t in of which Mr. Montague has just em 
phasized, if there is no nce of express commitments in the recent cases, 
neither is there in the « st (nd if there were discovered ground 
for the assumption baa ul erst inding in the earlier cases, it should 
not be forgotten that inds lay, at least according to the express 
declaration of the Cou the structure of the plans before it and not in 
any peculiarities of ition. Thus, in the Linseed Oil case, th 
Court stated that the “1 y tendency” of the subscription contract 
was to suppress con t id yet looking solely to the same features 
of the later cases, and with ; I think I have shown, developing any 
adequate distinction 1 the formal characteristics of the statistical 
plans which were be nd those which it had previously condemned, 
the Supreme Court reac! ypposite conclusions. 

Without disputing t lity of the Court’s judgment in the recent 
cases, and without attribut o it any unacknowledged change of policy, 
it should be evident fror foregoing analysis that it is futile to attempt 
any rational reconcilia f the earlier cases with the Maple Flooring 
and Cement decisior rl h is that under the rule of reason, 
whether it be judicia lmitted or judiciously omitted, the real explana 
tion of the attitude t rds defendant association is in the way the 
Court feels about it: luct, and not in how the Court reasons about its 
organization. For it 1 be abundantly evident that any reasonable 
person could have tak ther one view or the other of the legitimacy of 
any of the defendant a itions, under the vague ard indefinite standards 
of the rule of rea ese circumstances, what is stated in the 
opinion is chiefly by way of justification of the judgment after it has been 
reached, rather than the exposition of a process of reasoning leading up to 
the judgment. In consequence the wordy disquisitions of legal logicians in 
defense of each successive decision of the Supreme Court, as it appears. 
are beside the point hey are inherently impotent to disclose the essen- 
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tial basis for the opposite decisions rendered in the Hardwood and Lin- 
seed Oil cases and in the Maple Flooring and Cement cases. 


The real explanation of the contrary decisions in 1921 and in 1925, 
admitting with the Court that there has been no change of policy, is not 
that in examining the respective records the Court saw different things, 
but that it saw things differently. JI undamentally, the change in general 


business conditions accounts for the opposite view taken in the earlier 
and in the later cases, i. e., it accounts for the fact that the Supreme Court 
felt differently about statistical co-operation among trade competitors in 
1925 than it did in 1921. It will be recalled that the record in the Hard 
wood case was based principally upon the operations of defendants in the 
year 1919. It is not surprising, therefore, that lumber prices were found 
by the Government to have advanced tremendously shortly after the 
organization of the association in December, 1918, and this fact did not 
escape the attention of the Court. Tucked away beneath a mass of ver 
biage may be found a short statement which I venture to suggest is more 
significant than all the rest of the opinion. It reads: “The record shows 
that the prices of the grades of hardwood in most general use were in 
creased to an unprecedented extent during the year. Thus, the increases 
in prices of varieties of oak, range from 33.3 per cent to 296 per cent dur- 
ing the year,. ..and of gum, 60 per cent to 343 per cent. While it is true that 
1919 was a year of high and increasing prices generally and that wet weather 
may have restricted production to some extent, we cannot but agree. . .in the 
conclusion that the united action of this large and influential membership 
contributed greatly to this extraordinary price increase.” Likewise in 
the Linseed Oil case the record was based upon the operations of the 
defendant association over the period of abnormal inflation from 1918 
to June, 1920. In the two recent cases, on the other hand, the record 
in both instances covers operations following the collapse of prices with 
the termination of the post-war boom. It was from the course of business 
in 1921 and 1922 that evidence of an unreasonable restraint of trade had 
to be drawn, and not even the exceptional vitality of the building industry 
could completely counteract the general stagnation. As a consequence the 
Government was unable to paint a very terrifying picture of the predatory 
power of the defendants and the prosecution failed. In the Maple Flooring 
case the Court pointedly declared there was ‘‘no proof that the activities 
of the Association had affected price adversely to consumers. ..There 
is undisputed evidence that the prices of members were fair and reasonable.” 

Such is the outcome of the application of the rule of reason to trade 
association activities. Whether it is good or bad, it is not my present pur- 
pose to inquire; but I share Mr. Henderson’s view that it must leave a 
business man with good intentions no less perplexed than he was prior to 
all this litigation. It may be suggested in conclusion, however, that there 
are grounds for a reasonable expectation of the continuance of the attitude 
of tolerance evinced in the Maple Flooring and Cement cases, inasmuch 
as the extraordinary movement of prices in the years immediately follow- 
ing the war is not likely soon to be duplicated. 


1 
t 
] 
t 
yt 
1, 
e 
f 
to 
in 
Ss. 
n- 


236 American Economic Association 


Virnait Jorpan.—Most of those who have had a part in some of the 
newer developments in business organization and conduct in recent years 
will find it easy to share the enthusiasm expressed in these papers about 
certain aspects of the trade association movement and about changes in the 
attitude of the courts toward them. No one will question that better 
knowledge, a spirit of sincere co-operation, and higher ethical standards 
in business conduct are in themselves quite good things. But to the detached 
bystander, in a quite unprofessional state of mind, the most striking thing 
about these discussions of trade association activities and governmental 
regulation is their uncritical, somewhat sentimental, and almost apocalyptic 
character. I can draw little satisfaction from panoramas of the boundless 
potentialities of trade association or from dialectic dissection of the differ- 
ences between innocent information and sinister statistics till I am certain 
whether we are looking at a changed situation with the same mind or at 
the same situation with a changed mind. 

I do not think the law or the public or the economist or the business man 
is going to get anywhere in dealing with matters of this kind until he is 
quite objective and specific in his thinking about them; and it is this quality 
that I miss in most discussions of them. They are vague and unsatisfying. 
But if we cannot get a detached, realistic, and consistent evaluation 
of relative claims, description of processes, and analysis of motives in 
phenomena of this kind from the student, who is supposed to have no 
axe to grind and no sword hanging over his head, from whom are we to ex- 
pect it? Certainly not from the courts, and not from the business man either. 
The former necessarily have their eyes on the past; and for the latter, 
the evil of the day is sufficient. I do not see that our ability to deal with 
lie policy, which is that of relating a traditional 
past and a practical present to an ideal future, is much enlarged by 
rhapsodies on the virtues of co-operation and better knowledge or by 


the concrete problem of pub 


elaborate distinctions between “destroying,” “suppressing,” “regularizing,” 
“raising the plane of’ or “preserving the freedom of” an abstract com- 
petitive process which is still as devoid of any specific or intelligible 
meaning in discussions of this kind as our old friend “the cost of production” 
is in discussions of the tariff. In any realistic sense it is as futile to talk 
of regularizing competition as it is to talk of making it free or of de- 
stroying it. It is, I may observe, because the question is approached in a 
pragmatic spirit, and not because it enunciates any new principles or 
throws any new light on the mysteries of competition, that the Maple 
Flooring and Cement cases are significant. 

If we must have any general principles or concepts as a crutch in the 
settlement of these problems, and I think we shall need them, I do not 
believe we can find useful ones in any arduous exploration of the ethical 
or economic jungles to discover a rational or fair competition. We can 
find such principles only through a realistic scrutiny of motives, for 
motives are the ultimate realities in economic as in other behavior. 

We must frankly face the fact that any phenomenon such as business 
association is rooted in and grows out of a soil of an acquisitive economy, 
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a soil that shows no sign of diminishing fertility. The growth and forms 
and concrete expressions of such association are bound to be dominated 
by the hopes of profits rather than by the purpose merely of producing 
goods. It is folly to believe, and it is unnecessary to assume, that there 
is in the movement any fundamentally new element of altruism or social 
interest. Business men are not consciously engaged in any form of social 
service (or disservice, for that matter); they do not associate for such 
purposes, nor is there any reason why they should. I have no time to 
qualify this view by describing its grounds, but | insist that it implies no 
derogation of business conduct, and that there is nothing in it to be 
ashamed of or proud of in a world of things as they are. Quite the same 
thing applies to organization and association in any other field, be it 
labor, agriculture, or consumption. 

Over and above this, in the realm of motives, is the effort to compensate 
for or offset the sense of insecurity and instability characteristic of a 
bleakly individualistic acquisitive pattern of existence, through the sociabil 
ity or gregarious comfort which association affords. Even though these 
asociations had absolutely no effect upon the competitive situation one way 
or another, you would find them just as tenacious. In one form or an 
other they will always exist. In this respect it is possible that a great 
injustice was done to the Gary dinners, for example. All associative effort 
must be looked upon as an effort of the individual to make himself feel 
more at home in an unknown, uncertain, and hostile environment, and its 
success is proportionate to the degree to which the individual can trans 
fer his private fears of his competitor, his misgivings about himself, and 
his personal sense of weakness to something outside the group. For that 
reason the more competitive internally a trade association may be, tlic 
more aggressive it is often likely to be in the public eye. But at bottom 
it is not the teeth and claws of competition per se that give rise to the 
sense of insecurity, but the fundamentally uncreative character of the pro 
ductive processes carried on within an acquisitive economy. 

One would like to know, on the basis of some case studies, how far these 
constructive activities of associations, for the regularization of business 
and the raising of the plane of competition and the dissemination of knowl- 
edge—all of which are designed to increase the security of the individual 
can be carried before they impinge upon the other equally indispensable 
element of profit as the reward of initiative, risk, and privilege. Where is 
the dividing line, where is the golden mean, in any industry between cen 
tralization, regimentation, subordination, discipline, standardization, safety 
and possibly stagnation, on the one hand, and adventure, daring, risk, and 
reward on the other? When precisely does the sanctioned pooling of 
knowledge begin to level profits and the forbidden pooling of product raise 
them? At what point and at what stage of its development does the 
intensity of free competition in any industry so reduce the general or 
average level of profit as to make security and moderate return for all 


seem attractive to a large enough number to lead to and maintain asso 
ciation? 
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ignored by economists, of whether or not there is present, anywhere in the 
situation, any agreement or understanding to limit production or to main- 
tain prices. 

Any such agreement or understanding, regardless of the good intentions 
of its participants, and irrespective of its conformity to sound economic 
principles, whenever it directly and substantially restrains any line of 
commerce, is forbidden always and everywhere, under all of our 
anti-trust laws, federal and state, no matter how liberally those laws 
have been or can be interpreted. 

The Supreme Court held in the recent trade association cases that 
the collection and dissemination of trade statistics under the particular 
facts of those cases did not involve, and were not accompanied by, any 
agreement or understanding to limit production or to maintain prices. 

The Court gave solemn warning, however, that in the future, as in the 
past, courts and juries must continue to denounce all such activities when- 
ever, from the surrounding facts or from the entire course of conduct, it 
might appear that these activities involved, or were accompanied by, any 
such forbidden agreement or understanding. 

Agreements and understandings need not necessarily be in writing, but 
may be oral or tacit or even unexpressed, and merely implied from sur- 
rounding facts or from an entire course of conduct. As a famous judge 
once said: “An agreement sometimes may be made simply by one man 
looking into another’s eyes!” 

With all this latitude in which to spell out agreements or understand- 
ings to limit production or to maintain prices, it is plain that surrounding 
facts and courses of conduct and all the circumstances that contribute 
to general appearances are just as important as good intentions and sound 
economics. 

Extreme prudence, therefore, as well as good intentions and sound eco- 
nomics, will always be necessary in every trade association and in every 
co-operative activity wherever groups of business men act together and 
the opportunity and the temptation for any such forbidden agreement and 
understanding can by any possibility exist or be inferred. 
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ROUND TABLE CONFERENCES 
ECONOMIC THEORY 
G. A. Chairman 


The topic discussed was the “Theory of Wages.” The selection of this 
I : 


topic rather than the more logical one of the entire theory of value 
and distribution was due to the desire to elicit ideas from those jin- 
terested in the sudy of concrete labor problems. The leaders of the 
conference were R. S. Meriam, S. H. Slichter, Herbert Feis, R. T. Bye, 
A. B. Wolfe, and the chairman. Summaries of the principal speeches 
are given below. A prolonged general discussion tollowed in which 
the prevailing attitude was one of scepticism towards the received 


theories of distribution. Near the close of the round table, some 
remarks made by Professor J. M. Shortliffe, led to a lively discussion 
of the difficulties of teaching the theory of distribution to the under- 
graduate. 

Ricuarp S. Meriam.—The old theory of wages as part of the general 


theory of distribution needs to be supplemented, not destroyed. We should 
press on and deal with the theory of particular cases, more immediate effects, 


and dynamic conditions. Such wage theory will be more realistic, and 
eventually help the general theory, not by making it less abstract, but in 
making us more conscious of the abstractions we make and more confident 
that we have kept in the more important conditions. 

One destructive criticism: the doctrine of noncompeting groups is bad 
realism. ‘The facts, as revealed in income tax returns and in the wage 


rates of many trades combined, do not support the assertion that there are 
a few distinct groups, between which there is little competition and within 
which all the differences tend to disappear. This is also indicated by the 


attitude of American trade unionists toward the restriction of immigration. 
The essential fact of the noncompeting group idea is that there are environ 
mental checks to the upward movement of talent. Even if this were not so, 
the fact of differences in inborn-ability would frustrate any attempt to main- 


tain a labor-cost theory of value. 

The combined study of labor problems and economic theory would help 
students of labor problems tremendously. Some of the realist critics of the 
general theories of wages appear to believe that the gain would be entirely 
on the side of theory jut an examination of standard works on labor 
problems will give innumerable illustrations of errors due to undisciplined 
thinking. The marginal laborer of the doctrine is identified with the 
poorest workman who is the last to be hired, and the conclusion is drawn 


that unless unionism displaces free competition all wages will go down to 
the subsistence level. Another familiar doctrine is that a nation would be 
better off if it destroyed the subsidized, parasitic trades which do not pay 
a living wage. The argument is based on a false analogy with the argu- 
ment against protection. The real argument against protection is that it 


diverts the factors of production into less productive channels; a subsidy 
to a wage-earner does not usually determine into which occupation he or 
she will go. Another familiar assertion is that there is always unemploy- 
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ment and that therefore wages drop to the subsistence level unless unionism 
intervenes. This is connected with the reserve-of-labor doctrine which 
starts out with the assertion that there are always more men than jobs and 
ends up with a plea for labor exchanges to move men to places where there 
are jobs but no men. There is fully as much danger of bad thinking and 
wasted effort in realism as in dialectic. 

Here are a few suggestions of problems whose solution would aid the 
study of theory and of labor problems alike. We have no satisfactory 
theory of collective bargaining. The usual theory is that individual 
bargaining is disadvantageous to the wage-earners. But it does not follow 
that collective bargaining is better. It is also not enough to say that in 
union there is strength, for there are the costs of organized effort and the 
fact that both sides are organized. There is also the question whether 
workers’ control would affect the proportions in which the factors of pro- 
duction are combined. In discussions of factorial distribution, it is usually 
assumed that the factors will be combined in the same way however they may 
be owned or controlled. But a man who could get only 5.5 per 
cent interest on an investment in his own business and could get 6 
per cent elsewhere would invest in his own business if his gain in profits 
offset the loss in pure interest. Similarly wage-earners’ contro! would work 
for a combination which used a relatively large amount of labor and a rel- 
atively small amount of capital. This might be offset by the economies 
of increasing returns or decreasing cost. This “empty box” is thus of 
considerable practical importance. Also, we should continue the studies 
of the adjustment of wage disputes which Mr. Feis has already carried so 
far. If one industry is peculiarly prosperous, a larger proportion should go 
to labor if it is specialized and a larger proportion to capital if the industry 
is one of large overhead costs. If the increasing prosperity of the wage- 
earners continues, we shall have important problems of the quality of the 
working life as a check or encouragement to production. There is wide 
divergence of opinion about the prospects of wages. Some writers on popu- 
lation are very pessimistic and some writers on credit and consuming power 
are very optimistic about the prospects of increasing physical produc- 
tiveness. Attention should be called to the significance of the recent decline 
in the rate of interest in its bearing on the rise in wages. Professor McCabe 
argued that bargaining power was more important than physical produc- 
tiveness in accounting for the rise in wages because wages have gone up in 
the building trades and coal mining. But these industries were also well- 
organized before the large increase took place. In particular trades, an 
increase in value productivity may cause a rise in wages without any in- 
crease in physical productivity. Physical productivity is offered as an ex- 
planation of a general rise in wages, not as the exclusive explanation of a 
rise in particular wages. Professor McCabe’s error illustrates one of three 
distinctions which must be kept in mind if realistic studies are to improve 
our doctrines: these are the distinctions between (a) the particular and the 
general, (b) the immediate and the eventual, and (c) the historical trend or 
sequence, the resultant of many factors, and an economic tendency, the 
direction of influence of one factor. 


Sumner H. Siicuter.—The marginal productivity theory of wages fails 
to do what it purports to do; that is, explain the level of real wages. This 
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follows from th productivity,” the theory means, not direct 


or indirect contributioz the satisfaction of consumers’ wants, but contri- 


bution to the money in e of business enterprises. Because labor may 
contribute to the profi f business establishments by doing things which 
decrease instead of supply of consumers’ goods, or which d 
crease the wages of other workers, it is not necessarily true that wages vary 
with labor’s marginal productivity Depending upon circumstances, a 
change in labor’s mar i] productivity may result in a like or an opposite 
change in real wages 

A second criticis: marginal ity theory relates to its as 
sumption that er r titive | itions it pays employe rs to bid up th 
price of labor until 1 y wages approximate labor’s marginal product. 
There are serious managerial difficulties in paying new men more than old 
ones who do substantially the same work. Because of these difficulties, 
whenever for any reason t marginal worth of a force exceeds the wage 
rate, the employe bid the price of labor in order to attract 
additional men without either raising the wages of his old employees or 
risking serious labor troul father than advance the wages of his en 
tire force, it may pay 

Several important consequences follow from the fact that it is not 
necessarily profitable for employers to bid wages up to labor’s marginal pro- 
duct. Social resources fail to be utilized with the greatest effectiveness 
because men remain unemployed who are willing to work for less than they 
would add to product e of the discrepancy between money wages 
and labor’s marginal worth, it can be shown that, contrary to the usual 
assumption, minimum wage laws may sometimes decrease rather than in- 
crease une mployme nt 


Raymonp T. Byr.—I have not had the opportunity to read Professor 
Slichter’s paper, but from hearing his presentation just now it appears to 
me that he has fallen into two errors. In the first place, most of the points 
he raises, in regard to which he finds the marginal productivity theory un- 
satisfactory, have to do with short-period phenomena; but the force of 
marginal productivity operates only in the long run. In the second place, 
it appears to me that he confuses conditions operative inside the individual 
business with conditions effective in industry as a whole. When, therefore, 
he presents a table designed to show that it would pay an employer better 
to keep what men he has at low wages, rather than take on a few more at 
a higher rate, which would force him to raise the wages of those already 
employed, he ignores the fact that competition in the labor market may 
force him to raise his wages. If there are laborers available who are worth 
more than they are getting, someone will offer it to them, and wages in 
general will rise. Our employer does not control it. He will, after such 
a rise, find it advantageous to increase his force until the marginal product 
equals the wage, as the theory states. 

From this criticism of Professor Slichter it will be apparent that, like 
Professor Meriam, I do not believe we can make progress in economic 
theory by throwing away what theory we already have. The way of ad- 
vancement is by evolution, rather than revolution; we should build upon 
the foundations which have already been laid. I do not mean that the wage 
theory now generally held is entirely adequate. In fact, it is one of the 
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least satisfactory parts of economic doctrine. It does, however, enumerate 
fairly well what are the factors which are operative in determining wage 
rates in industry. What we now need is more precise knowledge of the 
relative importance of these factors, and just how they operate in the labor 
market. The present theory is qualitative, rather than quantitative. It 
follows that further advancement is to be sought, for the present, by in- 
ductive rather than deductive analysis. Let us consider some promising 
lines of approach to this problem. 

One difficulty with accepted wage analysis is that it proceeds as if there 
was only one rate of wages to be explained. Actually, however, there is 
no such thing as a general rate of wages. There are as many wage rates as 
there are occupations, and our theory must account for all of them. There 
are doubtless general principles affecting all wages, but there is no general 
rate. We will make progress, therefore, if we give up the attempt to 
exlain what fixes such a mythical rate, and seek to find a set of principles 
which will explain specific rates of wages in particular occupations. 

The marginal productivity theory is an attempt to explain the demand 
for labor. It will suffice to account for particular wage rates only if w 
assume that every type of labor in every conceivable occupation has its own 
marginal product which can be separately found and evaluated. But this 
assumption is valid only if the proportions in which each kind of labor is 
combined with the other kinds, and with capital and land, can be freely 
varied by employers. It rests upon the belief that, if the wages of a group 
of laborers rise, it is open to the employer to substitute for them workers 
of another type, or machinery; and, on the other hand, that if wages fall, 
he can increase the relative number of men of that kind that he employs, and 
get along with less of some other men, or of machinery. In short, the theory 
is of universal validity only if the demand for labor is very elastic, and the 
power of substitution among the factors of production is very great. But 
these conditions are surely not always realized. The technique of industry is 
confronted with certain arbitrary limits set by the existing arts of engineer- 
ing, physics, and chemistry, and is in many cases of very little flexibility. 
In a given branch of manufactures, the types of plant and machinery made 
available by current knowledge and practices may call for definite numbers 
of this or that type of labor in more or less rigidly fixed combinations with 
machinery. The demand is in this case inelastic, and the marginal pro- 
ductivity formula is then inapplicable. In his “Theory of Social Economy,” 
Professor Cassel has worked out a theory of wages which allows for either 
a variable or fixed demand for labor, but the treatment is so ab 
stract that it is little, if any, improvement over the productivity 
doctrine. Is it not possible that a more satisfactory approach to this prob- 
lem could be made inductively? We need some concrete studies which will 
show the exact nature of the demand for different kinds cf labor in different 
industries. We ought to know what types of labor are required, and how 
elastic are the proportions in which they can be utilized. Some investi- 
gations along this line should prove exceedingly fruitful, and would afford 
.. basis on which a satisfactory theory of the demand for labor in the fixing 
of particular wage rates could be based. 

If we turn to the supply side of current wage theory, we shall find that 
while it is good so far as it goes, it also leaves room for improvement. A 
number of factors are admitted into the usual explanation. The supply of 
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labor is supposed to be governed by the pressure of population in the 
Malthusian sense, the checks to this pressure arising out of the effort to 
maintain established st lards of living, and the attractiveness or disa- 
greeableness, including the difficulty and expense of training, of the different 
occupations. A certain amount of inelasticity in the supply of workers 
available for a given trade is accounted for by the doctrine of noncompeting 
groups. All of these factors are undoubtedly operative, and can be used 
as a foundation for further work in developing the supply side of wage 
theory. What we need here is more precise knowledge about the influence 
of these factors. 

Do we have as yet any satisfactory classification of types of labor? We 
hear much about the stratification of the population into noncompeting 
groups, but we do not know, except in the roughest sort of way, what the 
groups are. It is not enough to divide the people into four or five broad 
classes; we ought to have an accurate classification of our industrial popu- 
lation. A few years ago we did not have the basis for such a grouping. 
Perhaps we do not have it yet; but there is much material available. The 
psychological tests of intelligence and the personnel work that is now being 
done in industry, will soon make possible, if they do not already do so, a 
scientific classification of the types of labor. This will be an important 
contribution to a practicable theory of wages. 

We need also more information about the relation between population 
growth and standards of living. We can suppose that each stratum of the 
people controls its rate of reproduction so that the rate of wages it receives 
is adjusted roughly to the cost of maintaining its customary standard; but 
we have no assurance that such is the case. It is entirely possible that the 
rate of increase among different labor groups is such as to raise steadily 
the remuneration of some relatively to the others. It would be interesting, 
therefore, to analyze the population growth among different economic 
classes and compare it with relative real wages to determine what, if any, 
relationship there is between them. Only information of this precise, 
quantitative sort will suffice for a workable, usable theory of particular 
rates of wages. 

The mobility of labor is an important factor in the supply side of the wage 
analysis. It occupies a position analogous to that of the principle of sub- 
stitution in the demand analysis. The latter affects the elasticity of the 
demand for particular kinds of labor; the former affects the elasticity of 
the supply. Classical theory assumed perfect elasticity in the supply of 
labor both for particular occupations and for labor as a whole. Modern 
writers, accepting the doctrine of noncompeting groups, the fact of birth 
control, and the existence of barriers set by custom, tend to the view that 
the supply in both cases is somewhat inelastic. Some elasticity, however, 
is assumed to exist between occupations, between different labor markets, 
and for population as a whol We cannot be said as yet, however, to have 
any precise knowledge about it. Just how great is the mobility of labor, 
and what are the conditions that affect it? An answer to these questions, 
which can only be given with precision by inductive investigation, will be 
of considerable significance for wage theory. 

Along with this further analysis of elasticities of supply in the labor 
market, it would be interesting to inquire into the factors affecting the 
training of labor, and the response of skilled and highly trained labor to 
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the demand for it. Does the supply of plasterers increase when wages rise 
for this type of labor; if so, how, and if not, why not? What part do trade 
unions play in this matter of training and apprenticeship, and how do they 
affect the whole process of the response of labor to the demand for it? Do 
they increase, or reduce, its elasticity ? 

Finally, I would like to suggest that we should pay more attention to the 
short-period equilibrium in the labor market. Marshall showed us that 
the distinction between short- and long-period prices was of great impor- 
tance for the theory of value. It is even more so for the theory of wages. 
Current wage theory, however, is for the most part concerned with the 
long-run equilibrium. The influence of marginal productivity, of standards 
of living, and of population growth—how quickly do these things operate? 
Clearly, they are principally effective only when a considerable time has 
elapsed to allow their influence to be worked out. But most practical wage 
problems are immediate. They deal with things of the short run. Is there 
not a normal short-period wage, analogous to Marshall’s short-period 
equilibrium price, which is effective temporarily while the slower adjust- 
ments of the labor market are being worked out? A theory of wages which 
gives an adequate account of this temporary equilibrium would be of 
practical value. 


G. A. Kireene.—The most generally held or, at least, the most ably sup- 
ported theories of value and distribution describe an ideal system of prices 
based on the marginal utilities of consumable products and of the factors 
used in their production. It is ideal not only in the sense of being an 
abstraction, but also as indicating the most desirable prices of goods and 
productive services. Taking for granted the existence of private property 
in the material instruments of production and also the demand schedules for 
the various consumers’ goods, such as these schedules are—-admittedly not 
in perfect conformity to our ideals—the system distributes the existing 
stock of productive powers among their possible employments in such a 
manner as to secure the maximum total product. Each productive factor 
is regarded as divisible into small units, usable in combination with different 
proportionate quantities of other factors, and subject to a law of diminishing 
productivity. On these assumptions it becomes possible to think of the 
entire stock as finding employment and so apportioned between its possible 
uses as to achieve everywhere the same marginal value product per unit. 

Now if this is a valid description of the equilibrium of prices toward 
which things tend and should tend, our attitude towards the various wage 
policies, tried or proposed, is determined. The price of each kind of labor 
must be made to conform to its marginal productivity. No policy in con- 
flict with this principle could stand. At least as long as we are committed 
to the system of private property in instruments of production and of 
private control of industry, marginal value remains fundamental to the 
determination of wages. 

But there are difficulties in applying the theory as either a regulative or 
a descriptive principle to actual practices and policies. These difficulties 
are, moreover, not due entirely to the hypothetical conditions on which the 
theory as a “first approximation,” is based. Such hypotheses as the 
stability of the general level of prices, static conditions with reference to 
the tastes of consumers, the relative quantities of different agents of pro- 
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duction and the techni of production, the assumption of the complet: 
employment of all agents, the complete mobility of all factors, the absenc: 
of blundering, etc.. do indeed create obstacles to the complete realization of 
the situation described by pure theory. But if these were the only obstacles, 
the theory could stand yunt of actual long-run tendencies. Ther 
is a more fundament ‘mbodied in the theory, is the expansion 
of the old law of dimi1 i YI urn nto a general law of variable propor 
tions between all the diff ictors. This general law is in conflict with 
the facts. There is ind 2 law of diminishing returns from land for 
combinations of the other factors. But between these other factors the prin- 
ciple of fixed proportion comes near to being a universal rule. Adding a 
unit of any of these factors to a combination established by technical 
necessities adds nothing to product. Now if this is true, there is no 
advantage in employing additional units unless accompanied by other 
factors. How for i! could an additional laborer increase output, 
without at least using some more material? A separable, marginal contri 
bution for the units of any of these factors cannot be established. 

That a theory in conflict with these facts found such ready acceptance 
may be explained by the fascination of the rationality of the system of prices, 
which the general law « iriable proportion would make possible. Indeed 
the law has been declared the essential condition of rational economic 
activity. If, howeve loes not hold, we are confronted with the necessity 
of reconstructing the theory of value and distribution. The general theory 
of valuation based cor tently on the marginal principle and unified by it 
must be given up. 


A. B. Wotre.- h that it is better not to accept any wage theory at 
all than to accept one which is not reasonably true to the real facts and 
forces which determine distribution of income today. I cannot, therefore, 
fully agree with Professor Bye that we should take the existing theories of 
general wages as a foundation and attempt to build thereon a refined edifice 
of theory with regard to specific wage rates. Neither Professor Meriam nor 
Professor Bye indicate clearly which of the general wage theories hitherto 
in repute is to be accepted as foundation for detailed construction, though 
Professor Meriam evidently, like myself, is unable to put himself in a very 
receptive state of mind toward any of them. 

Alfred Marshall, somewhere in his Industry and Trade, remarks that 
nowadays we know vastly more about economics than the classical writers 
did, but that the more we extend the horizon of our knowledge the more 
aware we are of vast areas beyond, of which we are ignorant. Some such 
thought, it seems to me, is pertinent to a discussion of wage theories. All 
the old theories doubtless contain important elements of truth, at least 
if we keep in mind the (sometimes unexpressed) postulates and assumptions 
on which they were developed. But it impresses me that we know too much 
about the actual working of our economic system to take any of the estab- 
lished theories very seriously. Even our consciousness of ignorance as to 
many aspects of the economic process should make us, I believe, wary in 
accepting any theory developed, as past theories have been, in the main by 
philosophical deduction 


I am not unmindful of Professor Taussig’s wise caution, in the second 
volume of his Principles, that a theory of general wages ought not to be 
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rejected because it seems recondite and far removed from immediate issues 
and surface phenomena. Failure to sense this fact is responsible for Mr. 
Frey’s disappointment in what has been said at this round table. The 
economic theorist, rightly or wrongly, has been, up to the present at least, 
interested in just those deep-seated, “long run,” (if not “universal’’), 
forces which, underneath the immediate issues of wage bargaining, fix, 
however elastically, the upper and lower limits within which the terms of 
the bargain must probably be found. Both Mr. Frey and Mr. Leiserson 
are necessarily interested professionally in more immediate factors. But 
I do not think that they should despair of ever getting any light from the 
theorist. For the theorists, if given time, will possibly learn enough about 
the facts of wages, interest, and profits, trade agreements, the circuit flow 
of money, and the springs of business activity, to be able to offer something 
worth while to the attention of the trade unionist, the employers’ association, 
and the impartial arbitrator. 

I confess I have no wage theory myself. Our chairman has confessed 
that the quota law has rather crippled his neo-wages-fund formulation. I 
cannot accept the specific productivity theory because it is based on the 
assumption of free competition and perfect fluidity, because even under these 
uareal assumptions it does little more than state the problem, and because, 
as Professor Kleene, Professor Cassel, and others have pointed out, it is 
beset by logical difficulties. I cannot accept the discounted marginal pro- 
ductivity theory of wages because it assumes sacrifice in a broad zone of 
marginal savings, and hence a theory of interest which statistics and 
psychology seem to me to demonstrate to be untenable. I cannot accept 
in full any theory based on the assumption of free competition or on the idea 
that production takes time. Nor do I at present see that any theory of 
real wages which does not make full examination of the circuit flow of 
money and of the ebb and flow of the business cycle can be other than funda- 
mentally unreal and artificial. I can only wonder whether any theory 
has got closer to the facts than the bargain theory may, if worked out in 
proper relation to the technological facts, the existence and the modifiability 
of customary norms or ideals of “propriety” in reward, and the circuit flow 
of money. The theory of wages for a dynamic society will not be simple; 
nor can we attempt a theory of wages without at the same time attempting 
a theory of distribution as a whole. 


Joun P. Frey.—In discussing the subject before this meeting, let me 
confess that for the past thirty years most of my time has been applied to 
the subject of wages. As a trade-union official I have endeavored to con- 
vince employers that those I represented were entitled to higher wages, 
and, with equal energy, I have endeavored to convince employers that 
wages should not be reduced. 

The facility and felicity which has been shown this afternoon in criti- 
cising wage theories has encouraged me to speak plainly. I came here to 
learn something about wage theories. After listening to the discussion | 
practical methods of trade-unions. 

The thoughts and opinions which have been expressed concerning a 
wage theory forcibly remind me of what might occur if some outlanders 
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were delegated to mak investigation of Christianity, discover what it 
really was, and how it functioned. Some investigators would be absorbed 
in discovering and studying the theory of Christianity. They would 
carefully read the works of all the authorities. They would follow the 
offshoots of theory whicl ave been developed by different Christian 
denominations. T! v 1 confine themselves to the theory. Others, 
of perhaps a more practical mind, would endeavor to discover how those 
who profess Christianity conducted themselves, and how the great 
nations professing Christianity conducted their internal and external re- 
lations. The result of such an investigation would show a very wide differ- 
ence between the theory and the practice. 

I have listened most carefully to the discussion of a wage theory by 
those who are in authorit Apparently there is no wage theory which 
has any sound standing. No sooner has a wage theory been propounded 
than other economists discover that it is unreliable and unsatisfactory. 
The probability is that there has been too much consideraton of theory 
and not enough energy en to the accumulation of facts. 

While I was working at my trade of iron molding, and beginning to 
take an active part in the affairs of my local union, one of the foundry- 
men I came in contact th gave me a book on economics and urged me 
to read it. He was qu confident that after I had read this book, I 
would no longer hold some of the convictions which led me to work along 


trade union lines, in an effort to secure a larger measure of industrial jus- 
tice for my fellow trade-unionists 


[his book contained the economic theories relative to wages which 
had been advanced by Adam Smith, Ricardo, Malthus, and Mill. It dis- 
cussed the law of supply and demand, the theory of a wage fund, and the 
iron law of wages. is the contents of this work on economics went 
it seemed to prove that the collective action on the part of wage earners 
to secure higher wages | shorter hours of labor was doomed to failure, 
for certain economic laws made it impossible for them to succeed, and 
made it equally impossible for the employers, if they were to stay in 
business, to advance the wages and shorten the hours of labor. 

I am very glad that trade-unionists did not permit the wage theories 
of the classical economists to dampen their ardor, or stay their progress. 
I have lived to see a great change take place. The ten hour day has been 
superseded by eight hours. The real wage has been advanced, and there 
is ample evidence that it should have been advanced much more than it 
has. In fact, I am probably fully justified in saying that the welfare of our 
industries themselves demands that there should be a material advance in 
the real wage. 

Principally because of what the trade-union movement has been able 
to accomplish in improving the terms of employment and conditions of 
labor, economists have been compelled to modify or abandon previous wage 
theories. This is evident from the discussion this afternoon, for, appar- 
ently, economists are | ly at sea as to a sound theory of wages. 

There is no generally accepted theory of wages. There is none which 
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stands the test. Workmen do not flow in a steady stream from the low 
to the high wage sections of the country, with wages the only factor in 
their migration. There are many reasons for this. As an illustration of 
this fact, the low-paid cotton mill operatives of the Southern cotton mills 
have not migrated to the cotton mill districts of the North. Workmen are 
governed by other considerations than wages. Many of them desire 
to live in the communities in which they were born and in which 
their friends and families are located. And so we have a condition where 
in large industrial cities, separated by less than a day’s journey, there 
exists a difference of 15 and 20 per cent in the wages being paid. 

I gathered the impression, from listening to the discussion, that wages 
and the cost of material were rather definite factors in the cost of pro- 
duction: so much being paid for material; so much for wages, the result 
being the cost, as though the wages paid to labor provided an invariable 
amount of production, in the same manner that so many pounds of ma- 
terial provided a definite quantity to production. 

There can be no greater fallacy than the thought that the rate of wages 
paid is the definite gauge by which to measure the cost of production. Some 
of the employers whose policy is to pay the lowest wage possible make 
money, but many employers who carry out this policy are unable to mect 
the competition of competitors, and eventually see their property pass 
under the auctioneer’s hammer, while their competitors who pay higher 
wages prosper and flourish. 

As a matter of fact, high wage rates, the highest paid in an industry, 
may also mean the lowest production cost, for a skilled mechanic receiving 
ten dollars per day may produce more value through his skill and labor 
than would be contributed by three or more lesser skilled men working for 
five dollars per day each. No greater mistake could be made by economists 
than to measure the labor cost of production by the wage rates being paid. 

In addition to the skill and manual dexterity which mechanics possess, 
there are other important factors: the relationship and degree of good will 
existing between workmen, and tle attitude of the wage earners toward 
their employer and interest in his welfare, or their total indifference, de 
pending upon the labor policy which the employer pursues. 

Ten years ago I sat in the office of a well-known industrial engineer iv 
this city. He was employed by large industrial establishments and among 
his other responsibilities was the determination of the wage rate. I wanted 
to know what basis he had for determining the wage rate which he estab- 
lished for his clients. He informed me that there was but one sound 
method: to discover the general rate of wages paid in the community for the 
same type of labor. After discovering what this rate was he added 
slightly to it, with the assurance that the rate was economically sound for 
both employer and the employed. 

I found that he was engaged at that time in determining the wage rate 
for a large industry in this city, and also for an employer in the same in- 


dustry in a city not so far away where the wage rate was approximately 
20 per cent less. He quite frankly informed me that he would apply 
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the same method « letermining the wage rate in both cities. I asked 
him whether this method would not mean that the competitor of his New 
York client would b 1 a great advantage in the wage rate. I re- 
ceived no direct answer, | nstead, the industrial engineer insisted upon 
calling attention to some of the other beneficial qualities of his system to 
both employer and empl 

I have endeavored to be frank in talking to you. With equal frankness 
let me now say that we should have the fullest measure of benefit possible 
from you. You are pi ed of trained minds. You have made a life 
study of economics producers and consumers, the employers and 
the employed, should be able to profit from the results of your labors. 

As you do not seem to have any theory of wages which can stand the test 
of your own criticisms, it seems to me that if upon this question of wages we 
could have less theory and more facts, it would be beneficial to every one. 
What we need is less theorizing and a much greater knowledge concerning 
the facts, and no one is as well equipped as you are to carry on the in- 
vestigation and give us the information which is needed to guide the in- 


dustrial manager and the wage-earner. 


REDUCING COSTS OF MARKETING 
Frep E. Crarx, Chairman 


A. Heatnh OntHank.—The Department of Commerce has been pro- 
ceeding on the assumption that what is most needed in the field of market- 
ing is knowledge. We need more knowledge of the costs of doing business, 
more knowledge of the best practices and methods to be pursued, and more 
knowledge of where to direct our best efforts to gain the greatest results 
for our expenditures 

Two and a half years ago Mr. Hoover set up in the Department of 
Commerce a Domestic Commerce Division for the purpose of paying some 
attention to and, if p , finding some partial solutions for, our market- 
ing difficulties. ‘The work which is being done there is predicated upon 
Mr. Hoover’s remark that a business man’s judgment is no better than his 
business knowledge 

After considerable experimentation the work of the Division was grouped 
under four heads. This decision was based on an analysis of the inquiries 
relating to domestic marketing which were being received in the Depart- 
ment of Commerce. It may be said, therefore, that the work which is now 
going on is a direct answer to the questions which business has been 
asking of the Department 


The first task was to set up some organization which could answer the 
multitudinous questions coming in from business with some degree of satis- 
faction to the latter. These inquiries take two general forms: first, re- 
quests for trade lists and business opportunities; second, requests for 
help with many specific problems of individual businesses on which some 
research may be done toward a suggested solution. A great deal has been 
done along these two lines. But because of the limited appropriation of 
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the Department, the answering of inquiries must be a minor phase of the 
Division’s work. 

Following the decision to spread more information concerning proper 
methods of doing business among the trades, three series of studies were 
started. The first was aimed at the retail end and consisted of ten pamph- 
lets outlining the best practices on a number of subjects of current im- 
portance, including a list of bulletins which will show you their timeliness 
and also will give you an idea of the benefit which they might well do 
among the small retailers. “Budgetary Control in Retail Store Manage- 
ment”; “Store Location’; “Measuring a Retail Market”; “Store Planning’; 
“Co-operative Advertising”; “The Education of a Sales Force’; “De- 
partment Leasing’; “Returned Merchandise’; “Installment Plan Sales’; 
and “The Traffic Problem as Affecting Store Patronage.” 

A second group of studies was started for the wholesaler. The first 
of these consists of a grocery jobbing atlas which attempts to delineate 
the normal or most efficient territories which can be covered from a num- 
ber of primary and secondary grocery jobbing centers of the country. 
Similar jobbing atlases for other trades will eventually be produced if the 
funds are available. 

Third, it was found that there was so much interest in the sales man- 
agement angle, particularly for manufacturers, that it seemed desirable to 
start a series of bulletins on the various subjects in this field. The first 
one has been published—a short study of the elementals in planning sales- 
men’s territories. Several other bulletins are planned to complete this 
series. A few titles will indicate the scope of this section of our work: 
sales quotas, salesmen’s compensation, and education of salesmen. 

It was not long after the formation of the Domestic Commerce Division 
before various trades saw an opportunity to procure for themselves in- 
formation and advice on their markets within our national boundaries. Re- 
quests for aid in this direction started slowly but have been coming in re- 
cently in ever increasing volume. A start has been made in this direction, 
and it is our purpose to supplement the list from time to time as we find per- 
sonnel and funds which can be applied. The first bulletin consisted of a sta- 
tistical study of the markets for electrical merchandising lines in this coun- 
try. A second study in this series, somewhat similar in scope and treat- 
ment, was made for paints and varnishes. A third study has been under- 
taken on the markets for enameled sanitary ware and plumbing supplies. 
Several more are planned for next year although no decision has been made 
yet as to what trades will be studied. 

I have pointed out that little by little the trades will be covered by mar- 
ket analyses which look upon the nation as a group of markets for the one 
commodity considered. The fourth division of our work takes the re- 
verse point of view by devoting itself to a study of the possibilities of cer- 
tain regional markets for absorbing all goods. In this way there will 
eventually be a complete interlocking of trade and regional analyses. It 
is this fourth class of work which is taking most of our attention and 
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money and in which we believe our efforts should be of tremendous even 
tual value. 

The United States as a market for any one or all commodities is not 
an entity. Instead it is composed of a large number of small markets, 
each one differing from the other and for that matter having differ. 
ences within themselves. A knowledge of the makeup of these market; 
is essential for the most efficient marketing procedure and plans of our dis 


tributors, and yet it is something which up to this time has been almost| 
entirely lacking except as individual houses have formed their own opinion; 
which they have, of course, guarded carefully. Moreover, in any one mar- 


ket there are many factors other than the actual purchasing power of the 
inhabitants which should be included in plans for cultivation of or further! 
concentration on a particular area. As an example, it is of small use 
to know that the incomes in a certain farm territory average $2100 a:| 
against the United States average of $1400 if the purchasing habits of the 
farmers are such that your own commodity does not fit into their lives 
In other words, purchasing habits and purchasing inclinations (and there 
is a difference) are fully as important to know as the amount of income 
available to buy goods. ‘This seems like an elementary statement and yet 
its significance is not appreciated by a large majority of our manufacturer: 
and distributors. It became our purpose, then, to make available infor- 
mation of this sort which could be used as a guide to the intangible re- 
actions of various groups of our population and, in addition, to furnish the 
statistical tools whereby a more exact measure of market possibilities could 
be obtained. 


A start was made by an intensive study of the wholesale area surrounding 
Philadelphia. Soon after this work was started, a second study of similar 
import was commenced for Atlanta. This survey (which has now come 
to be known as the Southeastern Survey) will take in not merely the whole 
sale area of Atlanta; but will also include a study of five and one 
half states comprising the South Atlantic group in which Atlauta is but 
one of several large centers of population, distribution, and _ business 


activity. The Philadelphia Survey was primarily a statistical analysis 
backed up by a large amount of field work concerning the more intangible 
marketing data. The Southeastern Survey is predicated upon a thorough 
study of the underlying economic conditions in the South. Using these 
as a background and as a factor for interpretation, the statistical and 
informative sections are again included but with a meaning which is more 
far-reaching and which looks further into the future. 

Based on this new type of regional market analysis twelve major eco- 
nomic sections have been carved out of the United States for future treat- 
ment. It is hoped that a start can be made before the end of t.is fiscal 
year on two if not three «f these and that there will be enough appropri- 
ations for next year to carry the program well on towards completion. 


Within three more years at most, it is hoped that the country will be fully 
4 


covered by market surveys 
The most important part of this program will come after the completion 
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of this work, for the surveys are not an end in themselves but merely a 
means to another result. Following the completion of each of the market 
surveys, a reporter corresponding to our Commercial Attaches in foreign 
countries will be left in the section to ascertain and report to Washington 
the changes in marketing methods, habits, and all other subjects which 
would be of interest to distributors who are active in that area. This 
information will naturally be disseminated to the public in some sort of a 
periodic publication. It will for the first time, I believe, afford sellers a 
class of information which is now entirely lacking concerning the domestic 
markets of the United States. 


Atvin E. Doppv.—The program of the United States Chamber of Com- 
merce toward reducing the cost of marketing is largely summed up in the 
action of the National Distribution Conference which is to a large extent 
the cumulation of the four years of study and work of the Domestic Dis- 
tribution Department of the Chamber of Commerce of the United States. 

One of the difficulties faced immediately in an analysis of distribution 
is the attempt to visualize it. It is not a thing like a railroad train—but 
an act. It is not a wholesale warchouse; it is not a wholesaler nor the 
merchandise stored in that warehouse, nor the consumer who buys the 
merchandise—nor is it a combination of all of these. It is a series of acts. 
It is the process through which merchandise passes from the original 
sources to its final uses. And it must not be forgotten that the origins 
of distribution are buried deep in human nature. Its growth is measured 
by thousands of years and it is difficult, if not impossible, to alter the 
effects of this growth materially without destroying it. 

Distribution is misunderstood, not only by the public at large, but often 
by distributors themselves. The consumer very often does not take into 
consideration the multitude of processes which are necessary to convert a 
raw material into a finished product and place it in his hands. A bushel 
of wheat sells for only a trifling part of the cost of bread of which wheat 
is the chief ingredient. A ton of steel when converted into pocket knives 
is accomplished by an enormous margin. 

Until the figures relating to distribution expenses are better known both 
by distributors and the general public it will be impossible to correct these 
misunderstandings and a part of the work conducted by the Conference 
will lead to a better understanding of most of the distribution expense as 
it is today. 

The National Distribution Conference, recently held at Washington, is 
regarded as the commencement of a great program by the distributors of 
the United States to engage in a study of their problems, not only for their 
own immediate benefit but for the ultimate beneficial effect upon the public 
at large. 

The Conference was initiated to examine the processes of distribution 
and the conditions vitally affecting them. The general purposes may be 
stated as being: 1. To bring better understanding; 2. To attain higher 
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suming public, to act as a clearing house for complaints of objec- 
tional and destructive practices, and to promote such co-ordination 
as will effect economies and improve mutual relations. 

6. To study further the wastes in advertising and to secure the market- 
ing information necessary as a basis for effective advertising. 

7. In order to facilitate the interpretation of charts and diagrams in 
connection with market studies, to secure the wide spread adoption 
of the plan of “Standard Colors, Hatchings and Ben Day Stipples,” 
approved by the Conference. 

8. To discourage the expansion of unnecessary distribution services 
through the education of the consumers on the costs of those serv- 
ives. 

9. To campaign the trade and commercial organizations for a more 
widespread adoption of uniform classification of accounts. 

10. To work for unification, simplification, and uniformity of weights 
and measures in the various states and throughout the United States. 

11. To secure the spread of information on the processes of distribution. 

12. To secure the co-operation of distributors in the effort of the Ameri- 
can Bar Association and the National Conference of Commissioners 
on Uniform State Laws in advancing uniformity and model state 
legislation effecting distribution and marketing. 

13. To study installment selling as to: (a) The effect upon the general 
credit structure as well as the cost and the safest methods of finan- 
cing installment sales; (b) The approximate extent to which the in- 
stallment buying public is committed to future installment payments 
in relation to its current income; (c) The probable effect on the con- 
suming public and business of further extension of installment selling. 


Paut H. Nystrom.—Efforts to reduce the costs of distribution in the 
retail field have followed four general lines, viz.: 

1. Attempts to reduce expenses by more efficient operation. 

Changing ownership of retail stores from private to co-operative. 
3. Changing from independently owned retail stores to chain stores, 
mail order houses, and other newer types of retail institutions. 

4. Organizing retailing for co-operative purchasing direct from pro- 

ducers. 

The attempt to reduce expenses in retail stores by more efficient opera- 
tion has been going on for many years. This effort has been widespread 
and even systematic, particularly since 1911. Three events which occurred 
in that year stimulated this movement to a marked extent. First, public in 
terest was aroused to a high pitch in the application of scientific manage- 
ment by the report of Justice Brandeis on the “Significance of Scientific 
Management” in a hearing before the Interstate Commerce Commission in 
January, 1911. Under the impetus of this movement effort was made to 
secure greater efficiency not only in manufacturing but in distribution and 
particularly retailing as well. Secondly, price maintenance by contract 
was made illegal by Supreme Court decision, generally known as the 
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Miles Medical Company John D. Park & Sons case, with the — 


sult 
that manufacturers turned a great deal of effort into propaganda to » 
tailers to study their costs, in the hope that such study would help to stor 
indiscriminate price cutting, and to secure the results to themselves fory 
erly gained under price maintenance. Finally, the Harvard Bureay 4 
Business Research began in the summer of 1911 its field studies on th, 
costs of retailing shoes and has followed this up since by many othe; 
studies on retailing costs 


During the last fourteen years there has been a great deal of interest jz 
better accounting and more efficient management in the retail field, but jr 
spite of all of the effort given to this problem, the costs of retailing iz 
1925 are higher than they were in 1911, or at any other time in the past 
and the present tendency is apparently upwards. So far, all attempts t 
cut costs have failed. Probably, however, the costs would have been stil) 
higher in 1925 than they were had there been no such study made. 

However, it does not appear, from any material now available on the 
costs of retailing, that important reductions can be hoped for in the futur. 
Nearly 60 per cent of the total expense of a retail store is due to wages 
and any change in the wage rate of retail employees is almost certain to be 
upward. By means of more intensive educational work, it may be possible 
to increase the efficiency of retail employees, but it is more than likely that 
the wage rate will keep pace fully with any such improvements. 

However, a definite improvement in efficiency, even if unaccompanied 
by a decrease in the percentage of wages to sales, might still have the 
effect of cutting the total retail costs by reducing the overhead expenses 
The fixed items of overhead, such as rent, light, heat, taxes, insuranc: 
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and general administration amount to from 7 per cent to 10 per cent 
of sales in most retail stores. An increase of from 10 per cent to 20 per 
cent in labor efficiency might, therefore, result in a decrease of 10 per cent 
to 20 per cent in the overhead, which in turn would amount to from 1 per 
cent to 2 per cent of the sales. That is, an increase in efficiency of retail 
employees of as much as 20 per cent would make possible a saving of only 
two cents on the dollar of retail sales. 

This, in itself, even if deducted from the price of goods, would not be 
considered a very great contribution to the problem of cutting distribution 
expense. There are, of course, many other opportunities in a retail store 


to effect savings and increase efficiency, but when the best efforts are 
applied and the results are all in, the amount of savings which can be 
effected and turned into net profits or into reductions in retail prices, 
generally speaking, can hardly exceed 4 per cent to 5 per cent. A general 
increase in retail efficiency, resulting in as much as a 2 per cent decrease 
in the cost of doing business, should be considered a great step forward. 
Yet this is not what most people have in mind when they talk or write 
about the possibilities of cutting down the costs of distribution. 
Changing ownership of retail stores from private to co-operative has, 
at various times, been urged as an important means of eliminating some 
of the costs of distribution. Essentially, however, merely changing the 
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ownership without changing the service, merely results in deflecting retail 
net profits, such as they are, from private owners to co-operative owners. 
(Co-operative organizations have generally tried to reduce the amount of 
services usually rendered by private concerns, when making their sales to 
their own members. Wherever the service is reduced, naturally some 
saving can be effected, but this saving is not to be credited to the prin- 
ciple of co-operation, but rather to retail business policy. A co-operative 
store, no matter what its service, can scarcely be operated for less ex 
pense than a privately owned store, offering the same service. 

There is nothing in the experience with co-operative stores so far that 
indicates that they offer any solution to the problem of cutting the expenses 
of distribution. 

Changing from individually-owned retail stores to chain stores, mail 
order houses, and other types of retail institutions is a method that has 
suggested the possibility of lower distribution expenses to a great many 
people. It has been felt that out of the variety of types of retail stores 
in existence, some would surely emerge as being more efficient than others. 

Exact facts on this subject are exceedingly scarce, but so far as in 
formation is available on the actual costs of distribution in chain stores, 
mail order houses, and others of the newer kinds of retail institutions, 
there appears to be no certain and permanent advantage in these types of 
retail institutions in terms of expense. 

There is a wide difference in the kinds of services rendered the public 
by these various institutions and their expenses seem to vary as their 
services, and when these differences in service have been given due regard, 
the costs of distribution appear to approximate each other very closely. 

There are other differences in the costs of doing business, not due to 
differences in services, but clearly due to differences in the ability of their 
individual managers. Such differences in managing ability are to be 
found not only between competing types of institutions, but also within each 
group or type. Good managing ability is successful in keeping expense 
2 per cent to 4 per cent below the average, no matter what the type of serv- 
ice given, with the result that the institution served by such a manager 
makes from 2 per cent to 4 per cent net profit than the average. As long 
as there are human differences there will, in all likelihood, be these differ- 
ences in the results of management. 

Other factors enter into the costs of distribution of individual concerns, 
but these need not be given consideration here. The general fact seems 
to be that differences in costs of selling among the various types of retail 
institutions are due, very largely, to differences in service rendered. 

The fourth line effort to cut the costs of distribution, by or- 
ganizing retailing for co-operative purchasing, is a recent development. 
Chain stores have probably made no fundamental contributions in the 


direction of cutting costs of retailing (at least no contribution not generally 


applicable to other types of institutions) but they have, in a large way, 
indicated that by purchasing direct from producers in large quantities, 
important price advantages can be secured. It is asserted by many re- 
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tailers, that in most cases in which chain stores have been able to undersel] 
independent stores, this has been due to the fact that they have been ab 
to purchase their goods for less than the independents. By combining 
the orders for merchandise from the several units of their organization. 
they have been able to place requirements for enormous quantities with 
manufacturers, who in turn have been able to make reductions in thei; 
regular prices, because of savings in their selling and overhead expenses 

Independent stores, competing with chain institutions, have come to 
recognize that they are at a decided disadvantage in the buying markets, 
The obvious result has been a strong tendency among all classes of inde 
pendent retailers to organize co-operatively for the purpose of making 
quantity purchases. In view of the present very rapid growth of chain 
store systems, it may be anticipated that there will continue to be a very 
rapid development of co-operative buying among independent retailers 

Co-operative retail buying organizations, when properly organized and 
operated, will probably buy at just as low prices as chain stores and mail 
order houses and these institutions certainly buy as cheaply as do who 
salers and jobbers in the majority of cases. In going direct to manu 
facturers, retailers’ co-operatives are really taking on some of the functions 
of wholesalers, and at the same time absorbing the wholesalers’ margin 
However, in doing this, the wholesalers’ expense, or at least part of it, 
is also incurred so that the absorption of the wholesalers’ margin does not 
mean an equal increase in net profit or a possible decrease in selling price 
It does appear, however, that co-operative purchasing by retailers can s 
cure, on certain classes of goods, and under certain conditions, at least the 


net profit margin of the wholesalers, and in addition, some savings of the 


wholesalers’ overhead and sales expense. It is hard to say how much 
this saving will amount to. In the long run, independent retailers may, 
by co-operative buying, be able to save an additional 2 per cent or 3 per 


cent through this means, either in the form of net profit or to be applied 
in lower prices to the public, whichever competition dictates. 


C. E. Grirrin.—Closely analogous to the problem of forecasting is an- 
other type of market study to which little attention has been given by 
economists and statisticians in academic work. While the problem of fore 


casting is concerned with changes in market conditions from time to time, 
this other type of study is concerned with differences between markets 
at a given time [he problem is that of measuring relative market po 
tentialities by market areas or by economic or social groups. A sales man- 
ager desires to know the relative potential values to him of Ohio and 
Michigan or of the Southwest and New England. There are a number 
of reasons why he should want to know these things. First, there is the 
problem of where to put forth the greatest sales efforts. For example, 
here is a company aiming at national distribution of its products. It 
depends upon wholesale branches for its aggressive sales efforts. It has 
capital available for establishing a few new branches. Shall it place them 
in the South, which to date has yielded but small results, or in the North 
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Central area where sales have been larger? Perhaps the sales in the 
South are as good as could be expected in view of the potential market 
existing there. Possibly the North Central states in spite of their large 
volume of sales have not been worked as intensively as they deserve in 
view of the pessibilities existing there. It is not enough to know that the 
North Central States constitute a better market than the South. One 
should know how much better. Or again a company which has developed 
only a certain block of states wishes to expand. Shall its efforts be put 
forth in the district it has already covered or shall it go into new districts. 
That is, shall it cultivate intensively or extensively. The problem is anal- 
ogous to that of a farmer who has a fair amount of capital and 160 acres 
of land of varying quality. He might distribute his time, his labor, and 
his capital over the several grades of land in exactly equal proportions, 
spending as much per acre on the poor land as on the good land. A good 
farmer, whether or not he be familiar with the economists’ concept of 
diminishing returns, would probably condemn such a policy as poor farm- 
ing—and rightly so. Again our farmer might select his best piece of 
land for intensive cultivation, devoting all his capital and labor to that 
piece and permitting the remainder to lie idle. That program would be as 
uneconomical as the first. What he should do is to distribute his capital 
and labor over the land in such proportions as will yield the largest 
amount of product obtainable with the productive factors at his com- 
mand and this result is most likely to be attained when the best land is 
worked most intensively, the next grade less intensively, and so on down 
the scale. The poorest land will receive relatively little attention; possibly 
it may be best to let it lie idle. To attain the desired end, therefore, 
it would be necessary for him to know his land. Sufficiently accurate know- 
ledge for practical purposes probably can be obtained by general obser- 
vation, but that such knowledge must be attained by one means or another 
seems clear. When now our farmer becomes a general sales manager and 
the farm becomes the United States or perhaps the world, the same data 
are needed and for the same reasons, but it can no longer be obtained by a 
general appraisal of the situation. Here then is one of the important 
problems of market analysis: to provide information concerning market 
potentialities which general observation fails to yield because of the size 
and complexity of the problem. I do not mean to suggest that data can 
be dumped into one end of an automatic machine and a wise business 
policy obtained, ready made, at the other, for there are a number of other 
factors such as the extent of competition and possibly the effect of dis- 
tribution policies upon production, finance, and personnel which must be 
considered, but with all these an evaluation of the market is essential. 
This form of market analysis seems to have a very direct relation to 
the problem of elimination of waste in distribution. There has been much 
criticism of late years directed against excessive selling efforts. My im- 
pression is that most students of business administration are inclined to 
put such criticisms aside as the products of uninformed idealists. How- 
ever, both critics and defenders of the present business system would 
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agree on this, that, regardless of the amount of effort to be put forth 
in selling, that-effort should be so distributed as to yield the largest re- 
sults. It is a fact that in one of the important industries of the country 
there is relatively little agreement upon the question of where further 


efforts should properly be expended—in those districts which to date have 
yielded the largest harvests or in those districts where sales have been 


small. An answer to this question it seems would be facilitated by a 
valuation of these districts are potential markets for this particular product. 

Another service of such measures of market possibilities is in the fixing 
of sales quotas for branches, for districts, or for individual salesmen. 
How can we tell whether or not a salesman is producing satisfactory re- 
sults? Must we not have in addition to data on his actual performance 
some measure of the fertility of the field assigned to him? The doctrine 
that no district has been so highly developed that a good salesman cannot 


find new customers may have a certain basis in fact and it may have a cer- 
tain inspirational value, but when one is arranging a system of compensa- 
tion or of special rewards to stimulate sales efforts it needs to be supple- 
mented by a recognition of the difficulties of producing those sales. There 
are other uses for such measures of market potentialties but these will 
serve for illustration. 

The problem has been attacked by several methods. Certain prominent 
magazine publishers have put forth their own distribution of actual sales 
in the various parts of the market as indexes of market potentialities for 
all goods. These claims are presumably hased upon the fact that the 
sales efforts of these companies have reached all parts of the country with 
fairly even intensity and hence the results indicate the relative respon- 
siveness of the districts to sales efforts generally. A prominent manvu- 
facturer of typewriters accepts the circulation data of one magazine as 
his sole index of market values. There would seem to be some ground for 
questioning whether the relative distribution of sales of a five-cent maga- 
zine measures the market for a fifty-dollar typewriter. Another company 
selling a nationally advertised product accepts as its index the average 
sales distribution of ten manufacturers of different products each a leader 
in its line. Presumably this plan rests on the theory that if actual sales of 
one company are of significance the combined results of ten companies will 
be better. Certainly either of these methods has at least the advantage 
of simplicity. 

Another line of attack has been to attempt to discover certain purchas- 
ing-power indexes which are significant for the particular product in mind. 
Among these are bank debits, income tax returns, wealth, and the value of 
all products. This method involves, first, discovering the significant fac- 
tors and, second, determining the precise relationship which exists between 
these purchasing-power factors and the sales possibilities for the product 
in question. That is, it involves selecting the independent factors and 
determining the regression of the dependent factor upon them. It cannot 
be too strongly emphasized that no single factor or group of factors can 
be used indiscriminately to measure the market for all products. Income 
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data may constitute an important index to the potential market for one 
product and be quite misleading for another. Factors selected a priori 
often prove to have little bearing upon the problem when they are more 
carefully tested. It would seem, for example, that the number of miles 
of good roads in the several states might well have a bearing upon the 
normal market for automobiles in those states. A study of the relationship 
between roads and automobile registration, however, gives no ground for 
this assumption. 

Much of what has been said concerning the need for measuring market 
potentialities by geographic areas holds also for measures along the lines 
of income groups. For example, how is the market for a $2000 car divided 
between income groups? Do receivers of incomes of $2500 to $3000 con- 
stitute an important market for such a car? How important relative to 
higher income groups? It would seem that an answer to this question 
should aid in the formulation of wise advertising campaigns, that it would 
be helpful in predicting total sales possibilities, that it would be essential 
at any point where one needed to know whether two cars are competitive 
or noncompetitive, e. g., in placing retail agencies. Likewise an analysis 
of the market along occupational lines provides helpful facts for the 
making of business judgments. 

The uses to which such analyses can be put often run far beyond the 
original objects sought. In this respect the situation is similar to that 
confronting the investigator in pure science. It is a safe generalization, 
I think, that the more we know in quantitative terms about this market, to 
the cultivation of which so much of the nation’s productive energy is 
being applied, the more economical and individually profitable will be those 
efforts. 

For the successful development of this type of analysis the following 
suggestions are offered: 

(1) More attention on the part of those in academic work to the pro- 
gress being made by business concerns would be justified and careful 
study and exposition of the principles involved and the development of a 
sound technique based upon those principles would be helpful. No general 
studies can take the place of the work being done individually by business 
concerns, for each business is in a sense a problem by itself, but there 
are nevertheless certain principles and methods of approach common to 
business enterprises generally. 

(2) There is need for more accurate and complete information on 
many points in the field of distribution. There should be a governmental 
census of distribution comparable to the Census of Manufactures. It 
ought not to be necessary to rely upon private agencies for the collection 
of such fundamental information as the number and geographic distribu- 
tion of retailers and wholesalers. The National Distribution Conference 
has made a recommendation to this effect. 

(3) Data are needed on the volume of sales and geographic distribu- 
tion of those sales for specific products. Such data are essential for the 
scientific study and selection of indexes of potentialities of markets. Such 
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data exist for a few products; for example, private agencies collect and sel] 
information on the i of automobiles. An extension of the field of in 
formation covered by trade associations might quite conceivably fill this 
need. 

(4) There is needed on the part of business men themselves a keener 
appreciation of th tations of any statistical analysis and of its proper 
place in the formulation of business judgments. We are all familiar with 
the two extreme att iken by business men toward work of this kind. 
One group will |! none of it; another accepts the idea enthusiastically 
and treats the find of statistical organizations as bits of revealed 
truth. One hesitate ch of the two attitudes is the more dan 
gerous. 

I have here cent mn upon one kind of market analysis. Others 
deserving perha ttention are studies in cost of marketing, studies 
leading to the lvertising appeals and the selection of adver 
tising media, field not primarily statistical in nature) preliminary 
to the launching y product or of a new brand of an established prod- 
uct, and many othe \long all these lines I think we may safely say 
that progress is | le and that together they constitute one of the 
grounds for expe pros s toward the solution of the problem of re 
ducing wastes in distribution 

Leverett S. | extremely gratifying both to students in eco 
nomics and to business men that Departments of the national government are 
undertaking seri y and carefully to compile information concerning 
domestic markets « iral ts scope and value to that gathered here 
tofore only for narkets, and that we have the beginning, at least, 
of a realization that ther 1s much reason in gathering information for 
manufacturers an tributors as there has been for the extensive studies 
made for the ber farmers by the Department of Agriculture. 

One preliminary q concerning the market investigations of partic 
ular companies or industries is: Just how does the Department of Com 
merce determine t ries for which it is proper to make such an in- 
vestigation? Typ ndustry, to say nothing of individual companies, 
are multitude in our intry and it would, indeed, be interesting to know 
the standards wh 1 government department can apply in determining 
that it would be worth while to spend its energies on one industry rather 
than another. The ctrical industry mentioned above is a case in point. 
What standards did t Department apply in deciding that that particular 
industry was worthy of is succor 

The first question that I should like to ask concerning the areas sur 
veyed is: How are they chosen? Can areas be soundly chosen? If we 


think in terms of the particular commodities manufactured by particular 
companies, this seems to present some real difficulties. The extent of the 
area over which companies may wish to sell is very different in different 
instances; the levels of income which can be successfully reached vary, 
as do the types of buyer in whom the vendor is interested. Individual 
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manufacturers find it necessary to make rather intensive studies of small 
areas, particularly of cities. To attack the New York market, the Chicago 
market, or that of the “‘forty-ninth state’? may well be viewed as a task in 
itself. The small town market, the rural market, are examples of other 
points of attack. What ones of these shall be approached is difficult enough 
to decide for a single concern. It is natural to inquire just what basis of 
procedure the Department of Commerce finds that it believes will be most 
satisfactory and useful for selecting its areas of study. 

A second question upon which more light would be interesting is whether 
many important factors in any area studied must not be omitted. Here 
again it seems, upon a first reaction, that the government's efforts must be 
limited to rather general matters and that many limitations must be made 
in the study. The competition that must be met in an area is one example 
of this. It does not seem that a survey of the area in which goods are 
to be sold would necessarily throw much light on competition. Competi 
tion, though it takes effect in an area it may not have its source there; 
that is, the competing firms may be located anywhere. Of course, some- 
thing is to be learned by a study of the strength of a competitor as shown 
in a market area, but this alone gives one a poor basis of procedure unless 
it is fortified by a knowledge of the general power that the competitor 
may bring to bear and the number of potential competitors that are to be 
considered. These factors are hardly disclosed by a study of the area itself. 

This difficulty of making a real analysis of a market situation by an 
analysis of areas is also emphasized when one thinks of the indirect forms 
that competition often takes. The effects of radios on the use of phono 
graphs is an example. It is helpful for a phonograph company to learn, 
by a study of an area, that the number of radio sets being purchased seems 
to be affecting adversely the sales of phonographs. It is much better, of 
course, to see in advance, through careful observation of forces and in 
terests at work the directions demand is likely to take, and to prepare for 
changes in the situation before they have become injurious. 

It may be asked, also, whether a study of areas as a basis for market 
information is not necessarily forced to neglect a number of very signifi 
cant factors which are not clearly apparent. The effect of hard roads is an 
example. The merchandise buyer for one very large southwestern hard 
ware distributor is fond of illustrating this point by asking the name of the 
article sold by a wholesale hardware merchant the demand for which was 
most affected by hard roads. He supplies to his own question the answer, 
“rat tail files.” For reasons that need not be gone into in detail, it appears 
that hard road transportation has broken up the grip of custom in cer 
tain southwestern districts where the use of files had been confined to a 
rather antiquated variety. There are many other factors of great signifi- 
cance in an analysis of the variations of demand that seem to be extremely 
hard to determine for a particular company from the data of an area. 

Three general observations, perhaps not related more to Mr. Onthank’s 
paper than to the general discussion of this meeting, occur to me. The 
first is that all of our efforts to aid enterprisers by means of furnishing 
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them information are, indeed, a peculiar comment upon the noble institu- 
tions of competition and individual enterprise. Basic to the theory of com 
petition and individual enterprise is the notion that the individual knows 
what to do for his own self-interest and if left alone will convert social 


resources into those forms for which society is most ready to pay and will 
direct goods to the buyers most eager to pay for them. A strange and 


motley competition is this which finds those interested in great industries 
seeking to have the social agency of government furnish them with in- 
formation upon the basis of which they may direct their activities success- 
fully. And difficult, indeed, it appears may become the task of the 
governmental agency which undertakes to furnish a guide book to success 
for some of its great enterprises but is unable to do so for all of them. 

A second thought which seems worth stating is the peculiar difficulty 
of individually guided industries even on a basis of a very large amount 
of research. In guiding their business affairs competitors can never have 
quite all the information they need for it is important that each one have, 
among other things, information about what his competitor is going to do. 
If he knows that, he will act somewhat differently from what he otherwise 
would, but if his competitor also knows how he is going to act on the basis 
of what he knows about hi mpetitor, the competitor will act differently 
from what otherwise would have been the case and upset the calculations of 
the first. 

And finally, a query as to whether this vast effort to learn all that 
one needs to know about the demand for goods in a complicated world is 
not likely to prove upsetting to certain doctrines long established and 
particularly dear to those of us who have taught introductory economics. 


How many radically inclined students urging the claims of a socialistic 
or communistic order have been quieted by the suggestion that it would 


be impossible to gather the statistical data necessary to determine the wants 
of the populace! Can it be that this great, growing enterprise of market 
research is undermining the validity of that assertion? Is it conceivable 
that the business man through his desire to know more than his competitor, 


is compelling the national government to develop, in part, a statistical basis 
that would make communism possible? 


E. D. McGarry.—With the lowering costs of production and the in- 
crease in the proportionate costs of distribution there has come an in- 
creasing interest on the part of the public—an interest which, without the 
facts on which to base conclusions, has resulted in a general condemna- 
tion of the entire distribution system. Much of the increased cost of mar- 
keting is due to the fact that our distribution system is now called upon 
to perform many services which were formerly not demanded. Consumers 
today apparently want many varieties of articles for the same use; they 
want sales on installments; they want goods artistically packed and ad- 
vertised; they want goods on approval; they want salespeople to be 
specialists: but they fail to see that all these services cost money, and 
that they must be paid for as part of the cost of the goods. It is doubtful 
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whether any study of our marketing methods can reduce these costs to 
such an extent that the prices of commodities in general to consumers will 
be materially reduced. However, I am inclined to believe that many con- 
sumers would be willing to forego these services if the actual costs were 
made known to them and a reduction in the price of goods to which the 
services have not been applied were offered. To do this it would be neces- 
sary to adopt a standard accounting system running vertically through 
the marketing channels, so that the various costs might be allocated to the 
specific goods on which the services were expended, and the consumer 
allowed to choose between the goods with the services at a higher price 
and the goods without the services at a lower price. 

Most of the papers presented seem to confine themselves rather 
narrowly to the distribution machine. The discussion of market 
analysis has dealt chiefly with population statistics and consumer buying 
power. I am wondering if the solution to the main problems of marketing 
does not lie more deeply in the mental attitude of the consumer. “Retail 
stores could certainly operate more cheaply if customers would buy in larger 
lots,” says one writer. Another intimates that the elimination of un 
necessary variety in articles for the same use would cause a great saving. 
It has also been said that if salespeople had to show goods only to those 
who expected to buy, the selling expenses of many articles could be re- 
duced. Such statements are undoubtedly true, but an investigation which 
would lead to a solution of such problems would have to include the larger 
problem of why people want what they want. 


TOPICS IN ECONOMIC HISTORY 
E. F. Gay, Chairman 


C. W. Wricut.—The last thirty vears have witnessed a growing recog- 
nition of the great influence of the West in the country’s history. Essentially 
this influence has meant that of having within our continental borders a 
vast area of rich, varied, and undeveloped natural resources obtainable for 
little or nothing. Probably no other factor has had broader ramifications or 
greater importance in shaping our political, our economic, and our social 
history. Certainly in our economic history, from the first settlement 
down to the close of the nineteenth century, nothing exercised a more 
predominant influence than this vast supply of relatively free and un- 
developed land, the essential economic significance of which consisted in 
cheap natural resources. It was this which more than anything else 
differentiated the underlying economic conditions in the United States from 
those in the nations of western Europe. It was this factor which deter- 
mined the predominance of the extractive industries among our economic 
activities, had an important influence in fixing the lines of manufacturing 
developed, and largely shaped the content and direction of our foreign trade, 
to say nothing of the reactions upon our transportation system, our 
monetary and banking history, and numerous other phases of our economic 
development. It was these resources, combined, first, with the growth of 
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population, much of which was chiefly due to the economic opportunity 
created by these resources which attracted millions to our shores, and, 
second, with the progress in science and invention which, during the nine- 
teenth century, made available for the development of these resources 
facilities theretofore undreamed of, that chiefly explains the phenomenal 
material progress of the nation since it attained independence. That 
economic development was such as to raise the nation in a relatively brief 
period of time from a position of insignificance to that of the richest and 
economically the most powerful nation on earth. In absolute, if not in 
relative, growth the history of the world affords no parallel. 

But now the situation has changed; the supply of free fertile land has 
been exhausted, the frontier has disappeared, the great westward movement 
of population has alm |. The preliminary process of opening up 
the virgin resources of tl untry is practically finished. The change did 
not occur suddenly and 1 fic date can be fixed upon to mark it, but 
the consensus of opinion appears to place it around 1890. If this be correct, 
I wish to venture the prophecy that future students of our economic 


development, writing wit! better perspective of a quarter-century from 


now will view this change as marking the end of one great epoch in our 
economic history, and the opening of the twentieth century as commencing 
a new epoch in which the influence of the West dwindles and new conditions, 
problems, and tenden become dominant. 

In justification of this assertion I wish briefly to enumerate some of 
the more important tendencies and reactions in our economic development 
which seem likely to follow from the disappearance of free land. However, 
in so doing, I wish to emphasize the point that these are simply 


tendencies which may be either offset or accentuated by other forces. 
I do not for a moment claim that these tendencies, many of which 


are already in evidence, are solely due to the disappearance of free 
land; in practically every case there are other factors tending in the same 
direction, sometimes of even greater influence than this. For the most part 
these tendencies have already been observed and commented upon, but 
chiefly by those only concerned with some one phase of our economic life 
rather than its whole scop: Chere is little that is novel in the list. I shall 
simply attempt a hasty enumeration, with little explanation or proof; my 
purpose being rather by gathering these tendencies together to indicate their 
wide ramifications and fundamental significance in our economic develop- 


ment as a whole. 

Naturally it is in the field of the extractive industries, particularly 
agriculture, that the tendencies resulting from the disappearance of free 
land are most obvious and important. The rate of expansion in agriculture 
will be checked; except as aided by science, growth will become more 
difficult. Already in value of output and number of gainfully employed 
this activity has given way to manufacturing as our leading pursuit. We 
have ceased to be a nation of farmers. As farm products and farm lands 
rise in value more intensive agriculture, greater use of scientific methods, and 
a more capitalistic type of farming will come into use; tenant farming may 
increase; more land will be reclaimed through irrigation or drainage; and 
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there will be greater pressure for opening up Indian and forest reserva- 
tions. The conservation movement will gather momentum. The one-crop 
system will tend to give way to rotation of crops and greater diversification 
thus promoting greater stability. A similar result will follow from the 
growing tendency to produce products for domestic rather than foreign 
consumption and from the lessened pressure on eastern farms of newly 
opened land in the West. The speculative tendencies, overcapitalization 
of land values, and heavy indebtedness with the resulting pressure to mine 
the soil, attendant upon rapidly opened up lands, will be less in evidence as 
our farming becomes more settled. 

In the field of manufacturing the reactions are less direct and important, 
yet not insignificant. As the demand for labor and capital for the opening 
up of new farming land declines, a greater portion of the available supply 
of these factors of production will be available for manufacturing and 
other activities, though this will be partially offset by the larger amount 
required by the more intensive type of agriculture. On the other hand many 
of our most important lines of manufacturing have been built up on the 
basis of our cheap and abundant supply of natural resources; our farms 
still supply by far the greater portion of the domestic raw materials used 
in manufacturing. As the rate of increase in this supply of raw materials 
may be checked or an absolute decrease take place when no new sources are 
available to be opened up, while the cost of obtaining raw material from 
the sources already developed tends to increase, one of the great advantages 
enjoyed by our manufacturing industries will become less marked. Though 
improved technological and business methods may counteract this tendency 
such improvements will also be available in other countries which still 
possess virgin natural resources. 

In the field of our foreign trade far-reaching changes are likely to take 
place. Our exports of raw materials and food stuffs will become less 
important and the exports of manufactures more important. Conversely, 
in the import trade the proportion of food stuffs and raw materials will 
increase and that of manufactures may decline. Such shifts will greatly 
alter the course of this trade; relatively less will be with Europe; relatively 
more with the other continents. To the close of the nineteenth century our 
foreign trade was largely complementary to that of the nations of western 
Europe; in the future it will tend increasingly, both as regards exports 
and imports, to duplicate and to compete with the trade of those nations in 
the markets of the other continents. Its expansion may therefore become 
more difficult. Obviously, too, these changes may involve alterations in 
our protective tariff. As imports of products competing with our farm 
products take the place of exports an increasing number of the farmers’ 
crops may actually benefit by protective duties, as few of importance have 
in the past; and the agricultural interests will doubtless be more insistent 
in their demand for protective duties. On the other hand it is quite likely 
that an increasing number of manufacturers, especially those engaged in 
the export trade, will seek to have duties lowered and that in this they will 
be joined by the growing group of international bankers. 

In the field of finance the reactions are less significant, yet a few may be 
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noted. The scarcity of capital, the relatively heavy indebtedness and the 
consequent demands for cheap money and easy credit which are typical of 
a new and rapidly developing country are phenomena which are only too 
abundantly illustrated in our monetary and banking history. We may 
hope that in the future they will be somewhat less prominent. In our past 
the fluctuations of the business cycle, excepting those which were the after. 
math of wars, have been closely connected with the speculative activities 
attendant upon the rapid opening up of our undeveloped resources. For 
the future we may hope that the influence of this aggravating factor in the 
cyclical swings will be greatly modified. So long as undeveloped resources 
created a greater demand for capital than domestic accumulations could 
supply, capital was scarce, we borrowed heavily from abroad and were a 
debtor nation. Now, with a relatively lessened domestic demand and un- 
precedented annual additions to the supply, our capital is relatively cheaper, 
and it is flowing out to other lands and we have become a creditor nation. 
Momentarily the needs of Europe dominate both the volume and direction 
of this flow; eventually a larger portion will seek outlet in the other less 
developed continents in the exploitation of which it will come into com 
petition with the surplus funds of other nations. 

Certain of the tendencies noted above will involve important changes in 
our international economic relations and policies. As we increasingly 
compete with the nations of western Europe for raw materials, for food 
stuffs, for markets for manufactures, and for opportunities to invest capital, 
international economic rivalries will be accentuated, the spirit of economic 
imperialism will grow in power, dollar diplomacy will be more in evidence, 
and a growing number of economic ties will bind the course of our eco 
nomic and political life to that of the rest of the world. Whether we like 
it or not a policy of isolation is a thing of the past. We may well pause to 
consider the possible effects of the new position in which these altered 
economic relationships will place this nation. As a powerful economic 
competitor, as a wealthy creditor flaunting our riches in the face of debt- 
burdened nations who must pay us yearly tribute, how many friends among 
the powerful nations of the world shall we be able to count upon in case of 
need? That peace and a spirit of amity shall prevail in the world will 
concern us in the future more than at any time since we became a great 
power. 

Another group of tendencies resulting from the disappearance of free 
land may be noted in the case of labor and the growth and movements of 
our population. In the past the outlet provided by free farms together with 
the relatively high productivity of labor, no small portion of which was 
due to the cheapness of our natural resources, have been important factors 
in keeping up the high level of wages. In the future this influence will b 
less marked. Thus an added impetus may be given to the labor movement. 
As the free land has been taken up, the westward movement of population 
has rapidly declined in importance. As the number of those engaged in 
agriculture increased less rapidly than the number engaged in industry and 
commerce, the movement to urban centers was accentuated. The last census 
showed that more than half of the population was living in urban centers 
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and that there was actually a decrease in the absolute number living in 
strictly rural sections. Thus all the problems connected with urban life 
will become accentuated. When the country was relatively undeveloped and 
weak we welcomed the inflow of immigrant labor to aid in its development. 
Now that we are strong, free land has disappeared and there is more danger 
that a continued influx might depress wages and increase the difficulties of 
assimilation, we the more readily adopt a policy of severe restriction. 
Such restriction of immigration combined with minor influences such as a 
possible growth of emigration and a possible increase in the price of food 
will tend to check the rate of growth of our population. 

Finally, 1 would note a few of the reactions on our social and political 
life which may also prove significant in our economic development. The 
free undeveloped regions of the West have provided an outlet for the 
restless and discontented. With an environment essentially democratic, 
lacking old institutions and numerous powerful vested interests, the West 
has tended to be progressive if not radical, though the reforms sought only 
partially coincided with those demanded by industrial workers to the east. 
As time passes and their agriculture become more stable, we may expect 
the farming sections of the West to assume more of the conservatism typical 
of the older farming regions in the East. Increasingly the more radical 
groups will be found in the industrial and commercial centers. In the 
past, although the rise of capitalistic industry has tended to sharpen the 
lines between labor and capital and to accentuate class consciousness, the 
nation as a whole has not been divided along these lines. There has always 
been a large third group, the economic interests of which coincide neither 
with those of labor nor with those of capital. The mediating influence of 
this third group has been of great importance in modifying class conflicts 
and promoting social and political stability. But in this third group the 
agricultural class has been the largest element. As this class declines in 
importance while that of the industrial wage earners steadily gains, the 
mediating influence of this third group will decrease and with a larger 
portion of the population lined up on the side of either capital or labor, 
that struggle will become more acute. 

The frontier has been the nursery of individualism and democracy, eco 
nomic, political, and social; its impress on our ideals and institutions is 
well recognized. In the future that influence will decline. As the urban 
population grows and the rural population becomes denser, as we live closer 
together and in steadily growing interdependence so that the actions of each 
become of greater concern to all, the social point of view will be more 
readily accepted and the individualistic, laissez faire policy will be modified 
by an increasing measure of social control. With the economic opportunity 
provided by free land no longer available the insistent demand for greater 
equality of economic opportunity may force further alterations in our 
economic life. At the same time the greater density of population will 
further the closer contacts, the opportunities for co-operation, and the insti- 
tutions dependent upon local concentration of wealth which are so vital to 
social progress. 

While other reactions might be named, this list must suffice for the present. 
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And in bringing this er ration to a close, I must repeat the warning 
given at the start that by merely listing these reactions without cercful 
analysis or qualification of each I doubtless have given a considerably 
exaggerated impression of the influence that can fairly be attributed to the 
disappearance of the supply of free fertile land. In particular there are 
two ways by which my presentation has tended to produce such an 


exaggeration. First, I have made no mention of numerous other factors 
tending to bring about similar reactions, many of great influence, among 
which those furthering the development of our manufacturing industries are 
particularly prominent, nor of still other factors which may counteract 
these tendencies. In some cases, too, the tendencies themselves will counter 
act one another. Second, after all, it is cheap land rather than free land 


that has been the great influence in our economic development, and the fact 
that free land has vanished does not mean that all our natural resources have 
suddenly become dear. The important thing is that they will tend to 
become dearer, how rapidly depending chiefly upon our own growth, the 


development of other countries, and the progress of science.’ Yet allowing 
for this exaggeration I would still argue that the tendencies set in motion 
by the disappearance of the supply of free fertile land are of such impor- 
tance and have such broad ramifications as to justify the claim that this 
event marks a turning point in the history of our economic development. 
If the objection be raised that economic development is typically evolutionary 
rather than revolutionary so that drawing sharp lines to mark off epochs 
is wholly arbitrary, I must admit that such is certainly true of this change, 
though I believe that marked reactions chiefly traceable to this change are 
already in evidence and that the concept of epochs, properly used, has 
pedagogical value. 

But whether we say this change marks the beginning of a new epoch or the 
beginning of a new trend in our economic development is a matter of slight 
consequence. After all the important point that I wish to make in con- 
cluding is this. If we agree that the disappearance of free land markes a 
change which in the course of time is destined to have widespread and 
important reactions upon our economic development then it is of the 
utmost importance that we should stop and consider what in the long run 
this will mean for the United States as a nation and for the well-being of 
its people. As one looks back over the history of nations one of the most 
striking things is the lack of ability on the part of leaders to look ahead 
into the future, forecast the probable trend of events, and endeavor to guide 
the nation accordingly Shortsighted, opportunistic policies seem to 
dominate until one wonders whether the fate of nations is anything more 
than the plaything of temporizing and chance. Admittedly forecasting 
the developments of even the immediate future is most difficult in this age 
when the cumulative effects of scientific knowledge bring changes with 
astounding rapidity. The task requires the highest qualities of scientific 

*It is certainly a striking fact that during the half-century preceding 1900 the 
average value of farm land and buildings per acre rose from $11.14 to $19.81, 1 


ain of only $8.67, while in the single decade that followed there was a gain of $19.79. 
hanges in the general price level account for only a small portion of this rise. 


im 
tre 
we 
the 
of 
Tl 
im 
tai 
no 
gr 
su 
mi 
at 
of 
ac 
pe 
a 
th 
as 
in 
uy 
p! 
ce 
a 
tl 
a 
a 
u 
n 
i 
te 
tl 
a 
Ss! 
n 
d 
h 
b 
h 
c 


Round Table Discussions 271 


imagination. In this particular case it involves an analysis of the probable 
trend of development in the United States as affected by other forces as 
well as that of the disappearance of free land; it also involves a study of 
the probable trend of developments in the rest of the world and particularly 
of the conditions affecting the cost of natural resources in other countries. 
The difficulties confronting one may seem overwhelming; yet the vital 
importance of the problem for the future of the country and its people cer- 
tainly justifies the attempt to study it. For such study the student of eco- 
nomic history is particularly equipped; to him the problem should be a 
great challenge to public service. 


I. Lipprncott.—A study of the operation of the Sherman Anti-Trust Law 
suggests: first, an examination of the economic and legal concepts in the 
minds of the framers; second, the expectation of the people of the country 
at the time the law was passed; third, the development of the application 
of the law to changing business conditions; and finally, an estimate of its 
accomplishments. 

The Sherman Law was a marked departure from the former let-alone 
policy in industry and commerce. The law was enacted at the beginning of 
a period of rapid business expansion; it came into existence at a time when 
the imagination of the people was stirred by the evil possibilities of great 
aggregations of capital. ‘Thus it was only natural that the conservative 
instincts of the people led them to look backward with a measure of comfort 
upon the economic institutions of the past, and with fear and misgivings 
upon those of the future, which, at the moment seemed to blacken the 
prospects of the relatively small business man, to entangle all industry in 
combination control, to threaten the former equality of business opportunity, 
and to deprive the consumers of the benefits of free and open markets. 

The framers understood only vaguely the terms with which they dealt; 
they could only guess at the extent of the application of the proposed law 
and its probable effectiveness. They had no clear definition for such words 
as “monopoly,” “competition,” and “commerce.” They could not agree 
upon the distinction between “commerce” and “manufacture.” There was 
no clear understanding as to the extent to which the proposed law might 
infringe upon the rights of the states. There was doubt as to whether the 
test of unlawfulness should be made “intent” or “tendency.” In addition, 
the lawmakers were not sure of their goal. Was big business alone, or 
combination, or monopoly the object of the proposed control? No clear 
answer was forthcoming. Moreover, the lawmakers had no idea of the 
slippery nature of the problem with which they were dealing. They did 
not conceive of such avenues of escape as the holding company, interlocking 
directorates, integrated control, consolidations, and community of stock- 
holders’ interest. No distinction was made in the debates of Congress 
between fair and unfair competition. In fact there was a tendency to 
regard competition as the desired panacea, and monopoly as the universally 
hated evil. No one could conceive that in later years a judge in a federal 
court would say in effect, as in the American Can case, that a monopoly 
contains within itself the elements of its own destruction.’ 


‘Federal Reporter, 230, No. 4, pp. 859 ff. 
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The difficulties which arose in the case of the United States v. E. C. 
Knight’ were already foreshadowed in the debates in Congress. The argu- 
ment centered around the concept of “manufacture” and “commerce.” 


Senator George of Mississippi and Senator Vest of Missouri, among others, 
urged that the combinations could evade the law. To which Sherman replied: 
“I have no doubt they will do so in many cases, but they can do so only by 
ceasing to interfere with foreign and interstate commerce. Their power 


for mischief will be greatly crippled by this bill. Their present plan was 
adopted only to evade the jurisdiction of state courts. They still maintain 
their workshops, their modes of production, by means of partnerships or 
corporations in a stat Sherman maintained that the only way that 
combinations could evade the law was to keep their products out of the 
channels of interstate and foreign commerce.” 

Sherman accepted the decision of the Supreme Court in the cases of 
Coe v. Errol, in re Greene, Veagie v. Moore, and Kidd v. Pearson,’ and 
was willing to admit that “commerce does not commence until production 
ends and the voyage commences,” He admitted that this was true “as 
far as the actual ownership or sale of articles within a state is subject to 
state authorities.” But he insisted that “this bill does not propose to deal 


with property within tate, or with combinations within a state, but only 


when the combination extends to two or more states, or engages in either 


state or foreign commerce. The significant words in this statement are 
“only when combination extends to two or more states.” In_ short, 
Sherman conceived the proposed law to apply to the manner of organization 
of the company and not to the nature of the business, whether “commerce” 
or “manufacture.” In this respect he was not disturbed by the distinction 


which other senators were making because to him combination was the 
test, and it was interstate combinations of all kinds that came within the 
scope of the proposed law. As with the others, he derived the power for 
the proposed legislation from the commerce clause of the constitution, but 
insisted that this clause should be interpreted so as to include forms of 
organization as well as actual business units and the location of the 
industries. 

Senator Vest of Missouri took exception to this mode of reasoning. He 
replied that the “Supreme Court of the United States has decided that it is 
not for the manufacturer or owner to say ‘I intend these goods to go into 
another state.’ They must actually be in transitu; they must be in the 
hands of the common carrier, or in his depot or warehouse, with the im- 
pression distinctly made upon them that, to use the expression of one judge, 
‘they are dedicated to commerce among the states.’ ” 

Senator Vest continued: “The Senator from Ohio makes the fatal mis- 
take as a lawyer, that because goods manufactured in one state may be at 
some time or another taken into another, which as a matter of course is 
possible in every contingency, therefore he can invoke the general interstate 


commerce clause of the constitution. He cannot do it. If we pass this 
bill on any such assumption and it goes to the Supreme Court of the United 
‘Senate Doc. 62nd Cong., Ist Sess. Vol. 22, pp. 250, 259, 379. 
*Congressional Re: i, 5ist Cong. Ist Sess. Vol. XXI, pt. 111, pp. 23565 ff. 


*116 U. S. 517 (6 Sup. Ct. 475); 5w Fed. 104; 14 How. 568; 128 U. S. 1 (9 Sup 
Ct. 6). 


“Congressional Record, 62nd Cong. Ist Sess. Vol. XXI, pt. 11, p. 2460. 
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States. we shall simply be told that all we have done here is vor et practerea 
nihil, sound and fury, signifying nothing.” 

It is clear from this statement that Vest missed the subtle point in 
Sherman’s argument, to the effect that he was not concerned with manu- 
facture or commerce, nor with trade or industry, but only with “com- 
binations,” and the mere act of bringing business units together in 
combination with the result of restraint of trade, was the act which was 
made unlawful. 

One more example may be given on the confused use of terms. Sherman 
himself maintained that the “intent” of those who formed the combination 
had nothing to do with the case. Thus he said: “The intention of the 
combination is immaterial. The intention of a corporation cannot be proven. 
If the natural effect of the acts is injurious, if they tend to produce evil 
results, if their policy is denounced as against the common good... .it is 
the tendency of the corporation and not its intention, that the courts deal 
with.” And he said further: “This bill as it comes from the committee 
now has certainly no such word in it. It was proposed as amended but 
has no place in the first section. ..; the intention cannot be proved, though 
the tendency can. The tendency is the test of legality. The intention is 
the test of a crime.”” 

The Sherman Act does not contain the words “tend” or “tendency,” and 
the thought can scarcely be inferred from the verbiage of the Act, unless 
it may be connected with the words “attempt to monopolize,” as contained 
in Section 2. In this respect, both legislative and court opinion have 
experienced a decided change. The legislation of 1914 has adopted the 
thought of Sherman, at least in part, for the Clayton Act makes “tendency” 
one of the tests of legality. In this statute certain practices are declared 
unlawful if their effect is “substantially to lessen competition” or to “tend” 
to create monopoly. 

Now, as to the general scope of the Act as conceived by Sherman, 
the proposed law was not to be directed against all big business, nor 
even against all combinations. Thus he insisted: “It is said that this bill 
will interfere with lawful trade, with the customary business of life. I 
deny it. It aims only at unlawful combinations. It does not in the least 
affect combinations in aid of production where there is free and fair com- 
petition. It is the right of every man to work, labor, and produce in any 
lawful vocation and to transport his products on equal terms and conditions 
and under like circumstances. The combination of labor and capital in the 
form of a corporation to carry on any lawful business is a proper and useful 
expedient, especially for great enterprises of a quasi-public character and 
ought to be encouraged and protected as tending to cheapen the cost of 
production, but these corporate rights should be open to all upon the same 
terms and conditions. They have enabled individuals to unite to undertake 
great enterprises only attempted in former times by a powerful government. 

The good results of corporate power are shown in the vast development of 

*Cong. Record, op. cit. p. 2465. 


‘Ibid. p. 2456. 
"Ibid. 
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our railroads and in t normous increase of business and production of al] 
kinds.”” 

According to business in itself was not an evil, nor eo 
bination in itself yas a distinction in Sherman’s mind between a 
good combination la l one between the great enterprise which could 
be carried on in th lic interest, and the one which was contrary to the 
public good. It is probable that he would have agreed with the majority 
opinion in the Au n Can case when the Court refused the petition for 
dissolution on t! ’ 1d that no public good could be served by dissolution’ 


Whether or not She 1 would have accepted the doctrine that a trust 


which was illegal at its inception, and continued for a time in its unlawful 


practices, and then reformed and became a good trust, was unlawful is 
not revealed in his d ons 

The second point of view raised at the beginning of this paper related 
to the intention wmakers and the expectation of the people of 


the count ry. 


That the Sherman ] expressed the specific intentions of any member 
who voted for it trary to belief. The act was the result of the 
merging of mit [t was a collective product. It brought complete 


satisfaction to none of its framers Thus, if by use of the words “object 
of the Sherman Law’” Chief Justice Taft intends to distinguish between 
the purpose of th ind the purpose of the lawmakers, there is sound 


ground for distinctio1 rl s a difference between the intention of the 
law and that of This seems to be the only reasonable 
interpretation, because a law of necessity must express the composite idea 
of those who frame and vote for it. The interpretations which courts put 


upon the laws cannot be aided to any great extent by the individual opinions 
of those who part te in the debate. A law, at best, expresses only their 


generalized intent It indicates a general policy, and the particular 

application is left to tl yurts. On specific points, the opinions of this or 

of that legislator | have little weight in influencing judicial decisions. 
Thus the app of the “rule 


of reason,” as expressed at some length 


in the Standard n Tobacco cases, was an inevitable outcome 


of the increasing er of prosecutions under the Sherman Law. Justice 
Harlan’s able diss: ng opinions seemed to hark back to the time when law 
making was a much simpler matter than in 1890—to a time when there 


was a mere genera! 


census of opinion as to what the specific intentions 
of the legislators wer To say, as Mr. Harlan did, that it was the duty 


of the courts to “‘ascertain the will of Congress,” and not to “amend legis- 
lative enactments,’ seems to imply that this will of Congress is specific and 
definite—that it can be ascertained, perhaps by a study of the debates on 
a particular bill 

Of course, the exercise of “judicial legislation” to which Mr. Harlan 
objected, may mean a number of things. It may signify a reasonable con- 
struction which a court puts upon the law; or it may mean the adaptation 
of the law to changing industrial or social conditions. But, in any event, 


for the reasons given above, the judicial process would be rendered futile 
*Loe. cit. 
2230, No. 4 Fed. R 903, 904 
*The Anti-Trust Act i the Supreme Court, pp. 126 ff. 
‘Fed. Anti-Trust D ms, Vol. IV, pp. 162 ff. 
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and impotent if it became the rule for the courts to seek as their guide the 
“will of Congress.” A reasonable application of the law is the best that 
can be expected in any case; this would differ materially from the appli- 
cation of the “rule of reason” in the technical sense only in extreme cases. 
If the aberring courts should then get too far out of line with the “will of 
Congress” the legislative body could prevent such tendencies by the appro- 
priate legislation. 

In the popular mind the opposition to trusts was stimulated by fear. 
Many a prophet of the people foresaw the time when in “their ceaseless 
round of peculation under the law they will produce that condition among 
the people in which the great mass of them are servitors of those who have 
this aggregated wealth at their command.” “They have become already,” 
said Senator George of Mississippi, “a great wrong to the people. They 
have invaded many of the most important branches of business. They 
operate with a double edged sword. They increase beyond reason the cost 
of the necessities of life and business; they depress the price of what they 
buy.”” 

While it was granted that the great capitalistic enterprise could make 
economies and reduce cost, this result was only incidental. The main 
purpose, it was urged, was monopoly; the goal was an all-absorbing control 
of industry; the outcome was oppression. Thus, according to the popular 
idea the safest plan was to maintain the industries of the country on a 
relatively small scale. Political and social considerations also demanded 
this policy. President Cleveland was the spokesman of this point of view. 
He contended in his message to Congress of December 6, 1896, that “their 
(the trust) tendency is to crush out individual independence and to hinder 
and prevent the free use of human faculties and the full development of 
human character. Through them the farmer, the artisan, and the small 
trader are in danger of dislodgment from the proud position of being their 
own masters, watchful of all that touches their country’s good... .to be 
relegated to the level of a mere appurtenance to a great machine, with 
little free will, with no duty but that of passive obedience, and with little 
hope or opportunity of rising in the scale of responsibility and helpful 
citizenship.”” The safest policy, according to Cleveland, was to protect 
the moderately sized business and to thwart the growth of the huge enter- 
prise. 

The purpose of presenting the popular point of view is to show how far 
it failed of realization. Every census since 1890 has indicated a growth in 
the size of the average establishment. From 1890 to 1920 the number of 
establishments engaged in manufacturing business declined 22 per cent, 
and the capital invested increased 594 per cent. The figure in 1890 was 
$18,300; in 1900, $43,200; in 1910, $64,900; and in 1920 it was $153,300. 
The present position of particular enterprises with respect to size is common 
knowledge. 

After the passage of the Sherman Law in 1890 the popular answers to the 
following questions would have been in the affirmative. 

1. Does original intent in combination count for anything? 

‘Ibid. 2461. 

*Ibid. 

*Messages and Papers of the Presidents. 
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2. Is a company which has attained to great size, wealth, and power 
unlawful? 

8. Is a combination which seeks an end which is only attained in part 
unlawful ? 


4. Is the means by which the combination is brought about material to 
the case? 


5. Should a combination be dissolved unless dissolution accomplishes 
an “affirmative good 

6. Is it wise to attempt dissolution if the old condition cannot be restored 
—if Humpty Dumpty connot be set up again? 

7. Is a bad trust which reforms and becomes good unlawful? 

8. Is an association of producers for the purpose of compiling cost data, 


orders, and sales contrary to the law? 

The answers to all these cases would probably have been affirmative. 
But in practically every one of these instances the verdict now would either 
be negative, or an expression of doubt. In short, the twenty-five years since 
1890 have witnessed a reversal of position on the leading trust issues. To 
mention only a few cases, the Standard Oil and Tobacco decisions taught 
us that we must settle each case on its merits—that we should apply the 
rule of reason. In the Can case the court refused to dissolve a combination 
that had violated the law at its inception but had amended its ways and 
become good. And the most recent Maple Flooring Manufacturers Associ- 
ation and the Cement Manufacturers Association cases, the court took 
the position that while information which is used for a common purpose by 
an association may be used for an unlawful purpose, yet in the absence of 


proof of such concerted action, such associations do not come within the 
prohibition of the law 

Further, we have shifted our position, as between 1890 and 1926, on the 
concept of “tendency” and “intent” as a test of legality, and on our attitude 
toward big business; and we have lost some faith in the virtues of com- 
petition. 

There is much in the operation of the Sherman Law to indicate that as far 
as popular intentions were concerned, it accomplished the opposite goal. 
It was a cause in the further promotion of the development of combination 
enterprises, for, to the extent that its aim was to hold the business down to 
vigorous competition, it was an important factor in stimulating the for- 
mation of the very combinations it was designed to avoid; and to the extent 
that its purpose was to thwart the current trend of business forces, it com- 
pelled the growing enterprises to seek new forms, to enter new channels, 
which were not easily reached by any form of law. 

The state of the popular mind at the present time seems to be that of 


acquiescence. Possibly this is due in part to calousness; in part to the 
feeling that there is some good mingled with the evil; in part to the feeling 
that the regulative methods are working more or less to the satisfaction 


of the country; and in part to the thought that an industrial evil develops 
its own antitoxin, that many evils are self-curing, if given time. Economic 
forces are a process which works out irrespective of legislation; competition 
on the one hand, and monopoly on the other, tend to be self-destroying. 
And this leads to the conclusion that the correct method is guidance and 
correction rather than prevention. 
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The Sherman Law accomplished some positive good. It set forth a 
standard of business conduct; it focused attention on certain evils and 
dangers, and encouraged watchfulness on the part of public officers; and it 
has thus prevented the worst apprehensions of the people of 1890 from 
becoming realized. 


Crive Day.—The object of the paper was to determine, by an analysis 
of the local distribution of industrial occupations in England in 1841, the 
extent of the market for industrial products at that time. If we assume 
uniform per capita consumption of any product, if we assume that the need 
for it is met by the producer nearest at hand, and if we know the local 
distribution of consumers and producers, we can evidently determine the 
extent of each producer’s market. If we seek an average, describing the 
extent of the industry as a whole, we can evidently obtain one which will 
be more or less significant according to the detail and accuracy of our 
statistics and the method which we follow in working with them. 

The date chosen for the study was fixed by the fact that the English 
census of 1841 attempted, for the first time, to enumerate in detail the 
occupations of the people. Previous censuses had sought to distinguish the 
persons engaged in agriculture from those engaged in trade and industry, 
and record the results even in the local subdivisions, parishes, townships, 
ete. The census of 1841 abandoned the attempt to follow the distribution 
of occupations so far as the parish, but on the other hand sought to present, 
in alphabetical arrangement, all the occupations carried on by the inhabi- 
tants, of whatever age or sex, with separate returns for every county and for 
all the larger towns. 

The lack of a reasonably simple classification made it impracticable for 
the census makers to present in tabular form a distribution of occupations 
by counties, and the writer, to get results suited to his purposes, simplified 
the task in the following ways. First, he omitted altogether those industrial 
occupations, which included less than one hundred persons; they are about 
two hundred in number, but count for little in the aggregate, including 
about seven thousand persons. Secondly, he tested the distribution of the 
industries employing more than one hundred each, but still relatively small, 
by reference to specific counties and to the metropolis, and usually got in 
this way a satisfactory idea of the distribution, without the need of following 
them further. Only in the case of industries carried on more or less 
generally throughout the country did he find it necessary to make a com- 
plete tabulation. 

A summary of his conclusions is presented in the accompanying table, 
giving the total number of persons engaged in industrial occupations. 

Of a total of slightly less than five million persons occupied in England 
in 1841 about two millions, two-fifths of the whole, were engaged in industry 
(construing that term broadly). About two-fifths of these produced for a 
national market; a slightly larger number were limited to the market of their 
immediate vicinity; and the remainder produced for a market varying in 
extent between these two extremes. 
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English Industrial Occupations, 1841, According to the 
Extent of Their Market 
National Textile 632,606 
Metal 125,813 
Other 82,525 
840,944 41%, 
Metropolitan 5,538 
National 7,466 
Provincial 10,558 
23,382 14% 
Provincial 262,032 
Local 901,323 45% 
2,027,681 
Workers in textiles and metals formed nine-tenths of the industria] 
population producing for the national market. Other industries which had 
reached this stage of development were, in the period before steam trans- 
portation had transformed the organization, of minor importance. They 
are enumerated in the accompanying table, giving the total number of 
persons occupied under each head. 
Miscellaneous Industries Producing for the National Market 
Pottery 24,014 
Hat 16,665 
straw pl uit 9,775 
Glove 8,746 
Ships 7,218 
Glass 6,742 
Chemical and mineral 5,274 
Minor 4,091 
82,525 
N. S. B. Gras.—There has been no study of life and work in an English 
village over a long period. We have been content to investigate particular 
aspects of village development without learning the whole story. It seems 
not unlikely that future progress will be made by the study of particular 


typical communities as they have experienced change through the centuries. 
In this way we can learn the facts of development and the forces at work; 
we can thereby substitute knowledge for assumptions or guesses. 

The particular village chosen for present purposes lies in the chalk 
downs of southern England. The land is only moderately fertile but 
accessibility to towns and sea coast is considerable. Although the historic 
period of the village extends from the early seventh century, when it was 
given to the local bishop, detailed information begins only in 1208. From 
that date to the present, there is no serious break in the records. 

In the early years of the thirteenth century the village was at its highest 
manorial point, when the demesne was heavily stocked, the acreage of tilled 
land largest, and the net result least—in terms of output for the labor ex- 
pended. From about 1236 onward to the present, the history of the village 
is the story of the decline cf the various manorial elements. The very 
improvements in cultivation made by the lord during the thirteenth and 
early fourteenth centuries actually prepared the way for the decay of the 
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manor, in so far as they involved the curtailment of the demesne and the 
consequent lease of holdirgs and partial commutation of labor. The most 
important part of the commutation came in the late fourteenth and early 
fifteenth centuries, though there were burdensome survivals of predial 
services until the year 1795. Leasing the demesne came in the early part 
of the fifteenth century under pressure from the tenants. In this and the 
two following centuries, there arose a market for tenants’ land. In the 
exchanges of holdings, some families gained, some lost. Inequality of 
possession was more marked than ever before. A class of tenant-farmers 
of great promise grew up at this time. Personal freedom arose without 
dramatic accident in the sixteenth and seventeenth centuries. Consolidation 
and enclosure of lands took place at three periods, in the thirteenth century, 
in the sixteenth, and finally in 1795. Courts declined early in the nineteenth 
century, the last attempt to hold one occurring in 1899. The tenant-farmers 
had secured possession of the remaining acres of the customary tenants by 
the latter part of the nineteenth century. The customary tenements held 
by the tenant farmers were enfranchised in the late nineteenth and early 
twentieth centuries by the payment of considerable sums of money to the 
lord. In this way individual holdings were withdrawn from the manorial 
organization. Then the chief of the emancipated cultivators bought out 
the other cultivators and purchased the cottages of the remaining customary 
tenants or agricultural laborers. So at last, there is another virile 
manorialism based on the wealth of the new owner who secures his resources 
from industry. The estate is again worked as a unit under expert advice, 
but the future is uncertain. 


A. P. Usnuer.—The opportunity to develop work at Harvard in economic 
history prior to 1750 has raised problems in connection with doctoral 
theses. The increased technical difficulties in the earlier period make it 
essential to limit the scope of the work of the student, and there is thus 
considerable likelihood that the individual dissertation would have little 
permanent scientific value. In order to insure substantial achievement, 
it is proposed to urge all the men working in the earlier field to concentrate 
their activities upon the problems of the price revolution in Spain. Eight 
or ten dissertations can doubtless be prepared in that field, and if results 
warrant, the enterprise may subsequently be extended to some of the other 
European countries in which existing results leave room for further study. 
It is hoped that it will be possible to interest instructors and graduate 
students in other institutions so that further co-operation may be secured. 

Apart from the studies now being prosecuted under the joint direction 
of Sir William Beveridge and Sir Hubert Hall, the study of the price 
revolution has not kept pace with the development of our skill in handling 
price materials. No serious attempt has been made to add to the material 
published by D’Avenel and Rogers. Materials for Germany and Italy are 
fragmentary. Wiebe has done little more than work over figures collected 
by others. Despite the excellent essays of Christobal Espejo, there has 
been no serious attempt at presentation of index numbers for Spain. In 
view of the part played by Spain in the importation of precious metals 
from the New World, this neglect of Spain is much to be regretted. The 
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absence of specific national interest makes it easier for us to work from 
general European points of view which may place us in a position to 
contribute materially to the development of this subject. 

Most of the material as yet used in studies of the price revolution was 
collected before much attention had been given to the methods of preparing 
index numbers. There is thus ground to wonder if it has been wise to 
collect individual prices over large areas with a view to throwing them into 
what purports to be a general average. Historians have long doubted the 
validity of the methods followed by D’Avenel and Rogers. Statisticians are 
inclined to believe that the material may be deemed a true case of random 
samples, but most historians are unwilling to presume as much uniformity 
of conditions over wide areas as must be presumed if these scattered data 
are to be treated as broadly representative. Sir William Beveridge has 
already discovered that more careful work changes the trends indicated by 
Rogers, though not by large amounts. It is doubtless true that the materials 
of Rogers and D’Avenel are not negligible even today, but no modern 
student would be justified in following such methods. 

It is proposed to attempt to secure for Spain series of prices that shall 
be dominated for long periods by similar points of view. The Casa de 
Contratacion at Seville, the Mesta, the great military orders, the monastic 
establishments, the great ducal families, all reveal substantial continuity 
of life. Their economic interests were varied and the extant records are 
abundant. The municipal records will supplant these institutional records 
at many points. By carefully localized work it should be possible to con- 
struct representative indexes for each area; as the work proceeds more 
general averages may be computed when such averaging seems clearly 
significant. Market areas were not as extensive then as now, and even if 


there were some correlation in the movements of prices it would be unfortu- 
nate to assume that the mechanisms of correlations were indentical with those 
that exist today. The value of the work will rest as largely upon the light 


thrown upon general economic conditions as upon the final index number 
series. 

As Professor C. H. Haring has shown that the production of precious 
metals may have been exaggerated by Soetbeer and Lexis, we must really 
face the whole subject without bias from previous work. We must recog- 
nize that the results so far achieved are too uncertain to be given much 
scientific value despite the categorical form in which they are expressed 
and despite the extraordinary confidence of some of the writers. It may 
be that the prospects are promising and that adequate statistical results 
may be achieved, and in any case it is highly advisable to undertake the 
study of the problem now that new materials and improved methods have 
become available. 


RAILWAY PROBLEMS 


Frank H. Drxon, Chairman 


Professor Frank Haigh Dixon of Princeton University, chairman of the 
round table on transportation, prefaced the discussion with the observation 
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that the Transportation Act of 1920 has by no means provided a conclusive 
solution of all the problems confronting the railroads. The continuance 
of these problems, and the recurrent proposals for the amendment of the 
Transportation Act made it desirable to consider them from the broad 
point of view of public policy, and gave warrant for devoting the round 
table to the discussion of the leading points at issue rather than to ques- 
tions of pedagogy. Five topics were proposed for consideration: (1) the 
rate section of the Transportation Act; (2) the transcontinental rate pro 
blem; (8) consolidation; (4) motor competition; and (5) the Railway 
Labor Board. 

Dr. Max O. Lorenz of the Interstate Commerce Commisson opened the 
discussion of the rate section of the Transportation Act by tracing the 
movement of rates and net earnings of the roads in the last five years and 
pointing out that in 1925 for the first time net earnings gave promise of 
reaching and passing 534 per cent on the property value, which was the 
fair return adopted by the Commission in compliance with the provisions 
of the law. Thus in a sense the rate provisions are just beginning to 
come into effect, and the question rises as to whether or not the return 
fixed by the Commission is a fair return. This question is now before the 
courts. 

As more roads reach and pass the fair return so fixed, the question of 
recapture of excess earnings becomes more important. Actual collections 
of such earnings to date have amounted only to about $6,000,000, but the 
effect has been to stimulate interest in the valuation of the roads and pro- 
vision for completing it. By the end of 1925 the accounting, engineering, 
and land work was practically completed, and tentative valuations had 
been served on about 50 per cent of the mileage. Technical and legal 
difficulties retard the work, but the nearness to completion justifies finish- 
ing it. The valuation will constitute a valuable inventory as of a certain 
date, although the problem of keeping it current has not yet been solved. 

Commenting on the Hoch-Smith resolution of the last Congress, Dr. 
Lorenz pointed to the difficulty of effecting a general rate reorganization, 
and deprecated the lowering of agricultural rates should that involve a 
subsidy to such products. As a general principle each group of com 
modities should bear the charges which are attributable to it. 

Professor Eliot Jones of Stanford University turned attention to the 
transcontinental rate situation as affected by water competition through 
the Panama Canal. Pleading the competition of water lines to western 
terminal points, the transcontinental railroads have filed application for 
“fourth section relief’ under the Transportation Act; that is for 
authority to depart from the long and short haul principle by re- 
ducing the rates to Pacific Coast terminals from mid-western  ship- 
ping points below similar rates to the intermountain territory. To 
support this request the roads have claimed that any contribution made by 
the additional traffic obtained would reduce by so much the joint expenses 
to be borne by the intermediate traffic. Professor Jones took the position 
that this application should be denied. In support of this position he 
pointed out that in 19238 the westbound intercoastal tonnage through 
the canal between United States ports amounted to less than 1.5 per cent of 
the tonnage of the transcontinental carriers, and that even though such ton- 
nage is long-haul traffic, the percentage which any given road could take by 
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making competitive rates would be relatively insignificant. Furthermore, the 
majority of the traffic is of a type that has to be taken at very low rates, 
Since certain types of commodities are particularly adapted to water 
carriage, it is to the economic advantage of the nation that such trans- 
portation should continue. In answer to the argument that the relief 
sought would enable the roads to meet the problem of empty cars hauled 
westward, Professor Jones argued that the withdrawal of coastwise ship 
ping would throw additional eastbound tonnage to the roads. The gain 


to the railroads from fourth section relief would thus come not so much in 
utilization of empties as in an increase in the total volume of traffic. But 
such an increase will come, without fourth section relief, through the de- 


velopment of the intermountain territory. 

Professor Jones concluded by urging consideration of the larger aspects 
of the question, and suggested bringing the water lines under the control 
of the Interstate Commerce Commission in order to assure a co-ordinated 
system of transportation, with assurance of continuity of service at reason 
able rates. 

Discussing the topic of consolidation, Professor William Z. Ripley of 
Harvard University opposed the adoption of a plan of compulsory con- 
solidation, but advocated the retention of the present provision which 
requires the Commission to draw up a final plan of consolidation. He 
suggested that the Commission be relieved of many of its purely admin- 
istrative functions so as to permit it to devote itself to the study of vital 
problems. 

Professor Ripley emphasized the need for working out a final plan of 
consolidation on the ground that in the absence of such a plan the Commis- 
sion has, in seeking to forward voluntary plans presented to it, so bound it- 
self as to render more difficult the completion of general consolidations of 
advantage to the nation as a whole. Referring to the Central Pacific- 
Southern Pacific case, he pointed out the pivotal character of the Central 
Pacific in relation to all the western roads, and the embarrassment which 
might be experienced in attempting the solution of the general tangle west 
of Chicago. The closed terminals which result from the Chicago Junction 
decision provide an illustration of dangerous precedent. Likewise the 
recognition of state jurisdiction in the Nickel Plate case may prove to be 
a serious limitation of the federal control over consolidations. The Den- 
ver and Rio Grande case and the Chesapeake and Ohio case of 1923 are 
likewise instances in which action has been authorized without sufficient 
consideration of the effect on other roads not included in the consolidation. 
The real need is to consider all proposals in the light of national policy. 
The preparation of a final plan would afford a basis whereby proposals for 
voluntary consolidations could be considered, not from an immediate or 
local, but from a national point of view. 

Professor Winthrop M. Daniels of Yale University reviewed the re- 
cent developments of motor competition in transportation. Considering 
first the effect on passenger traffic, he attached significance to the fact that 
while the number of passengers using railroads has declined since 1916, 
passenger mileage has increased. Although the inroads of motor com- 
petition in this field have been very apparent, the loss to the roads has 
been confined to short distance passenger traffic other than commutation 
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trafic. The motor vehicle, he held, has absorbed the normal increase that 
would otherwise have accrued to the railroads. 

Motor truck competition has been much less serious. The truck is 
adapted to handle only the package and less than carload freight which at 
most is not more than 15 per cent of the total freight traffic. The advantage 
of the truck in saving terminal expenses has caused its employment by the 
railroads themselves. Competition has thus been replaced by co-operation 
between the two types of transportation, and many large railroads have 
begun to use motor trucks for local package and less-than-carload ship- 
ments. The motor bus has come into use both as a feeder and as a means 
of cutting down use of trains for thin local passenger service. 

Professor Daniels maintained in conclusion, that the railroad would 
never lose its commanding position as the backbone of our transportation 
system but would tend to confine itself to mass, long distance and commu- 
tation traffic, and to concede to motor vehicles the carriage of passengers 
and package freight over short distances. 

Professor S. H. Slichter introduced the next subject for discussion, the 
Railroad Labor Board, with an explanation of the difficulties this body has 
faced. From its inception, the Board has been opposed by the unions as 
a step toward compulsory arbitration. The concessions made by the 
Federal Railroad Administration to the employees were immediately 
challenged by the roads in early cases before the Board. The men were 
unwilling to give up their advantage without vigorous opposition. 

While the Board has done much to classify railroad labor and encourage 
collective bargaining, it has not responded to the opportunities afforded 
for amicable settlement of disputes. In the case of the non-brotherhood 
unions, the claim for union recognition and more work might have been 
balanced against the employers’ desire for elimination of certain working 
rules and for reduced wages. Instead of such compromises, the Board 
by unnecessarily harsh decisions has rendered the position of moderate 
union leaders difficult. 

Professor Slichter held that the continuance of the Labor Board involves 
serious difficulties: (1) The Board lacks the confidence necessary for succes- 
ful arbitration; (2) union opposition to a permanent board is a serious 
handicap; (3) mutual recognition of rights by opposing parties is lacking 
but essential; (4) arbitrators must understand union psychology and poli- 
tics and the intricate complex of interests which underlies issues. 

Although it is probable that the machinery of the Newlands Act will 
soon be substituted for the Railroad Labor Board, it may be found neces- 
sary to resort again to arbitration. Should increased prices without 
compensating increased efficiency make necessary a demand for increased 
rates, the roads may feel it necessary to concede wage increases only under 
compulsion in order to improve their case before the Interstate Commerce 
Commission. Two factors, however, indicate a brighter future for labor 
relations on the railroad: the high value placed by the roads upon the 
good will of their employees, and the likelihood that union leaders will 
prefer arbitration by temporary boards to nation wide strikes. 

In the brisk discussion that followed, the preceding speakers were often 
called upon to defend or supplement their statements. Many additional 
points were introduced by those taking part. Mr. Parmelee of the Bureau 
of Railway Economics called attention to the experimental nature of the 
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Transportation Act. He also sought Professor Ripley’s opinion on the 


Commerce Commission’s recent recommendation that it be relieved of the 
task of planning consolidations. Professor Ripley stated that he did not 
agree with this recomme ndation. Professor Van Metre of Columbi, 
University held that the diversion of water traffic to the transcontinental 


lines might cause greater improvement of the condition of the latter than 
tonnage figures might indicate. Professor Miller of the University of 
Iowa explained the peculiar situation of the middle western industries 
affected by transcontinental rates. 


LAND ECONOMICS 
B. H. Hrssarp, Chairman 


Land economics may be viewed as an old or a new study, depending on 
one’s appreciation of the field as a part of economics during the past century 
and a half, and a conception of what has happened during the past few 
years and the prospects of the future. 

The Greeks and the Romans had views concerning land. In fact their 
economic thinking centered on agriculture quite as much as on trade and 
industry. How did it come, then, that the classical economists treated 
land less carefully than they treated labor and capital? The answer is 
easy and unmistakable. They lived in an age of rapidly developing capital 
and its attendant wage payment. Land was not a primary issue. The 
troubles and problems of the time centered in labor and capital and so 
continued for a century. It is true that during the nineteenth century many 
land questions were arising. Legislatures and congresses were passing acts 
pertaining to ownership—were disposing, as in our own country, of vast 
stretches of unoccupied territory. Yet the best thought of the times centered 
on the solution of immediate problems: how to get the land settled; the 
determination of plans for getting the land into productive use; the un- 
conscious over-appreciation of the fact that land without people is a wilder- 
ness, and people without land a mob. These were the natural fruition of 
a laissez faire policy, carried to its ultimate conclusion. The untenable 
yet tenacious conviction that the prosperity of the individual was tanta- 
mount to the prosperity of all led to the belief that each individual could be 
trusted with his share of the land, a share dependent upon his ability to 
acquire. Being entrusted with such tracts of land as he might acquire he 
was logically entrusted with the privilege of using it as he saw fit. Such 
doctrines were the outgrowth of a study, and acceptance, of the teachings 
of such men as Rousseau, Adam Smith, and Jeramy Bentham. Many of us 
are inclined to look back upon these philosophies as outworn and out of 
date, little realizing that our own fundamental institutions still bear, not 
alone the earmarks, but the very form and character of their most distinctive 
features. American land policies, up to date, are, with few exceptions, 
the embodiment of an exaltation of the individual with little appreciation of, 
or concern for, the life and welfare of the states. We are just learning 
that the laissez faire policy of the eighteenth and nineteenth centuries has 
succeeded admirably in creating knotty problems for the twentieth century. 

During these centuries the economists devoted their attention mainly to 
such matters as demanded attention. The complacent views of the classical 
economists respecting the right and the ability of each laborer to take care 
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of himself in bargaining with employers had broken down, hopelessly and 
pitifully, decades before the economists came to the rescue with an inductive 
analysis which was useful in setting matters right. Capitalists went their 
ways unhindered by the teachings of the economists, even with the blessings 
of the devotees of a natural order, until attacked, perhaps not wisely, but 
at least vigorously, by the socialists midway between the time of Adam Smith 
and the present. Every shade of belief from that of unhindered privilege 
to outright government ownership has been advocated constantly and per- 
sistently during the past seventy-five years. Whatever may be the outcome, 
we have at least a body of doctrine, and a generation of practice, more or 
less effective, in the control of capital and the treatment of labor. 

It may seem strange that economists have put in lifetimes working on the 
questions of labor and capital, writing whole libraries of books, while the 
subject of land has received relatively little attention. The explanation— 
while perhaps not gratifying—is fairly clear; there has been plenty of land. 
At once the query will arise: Has there been plenty of land in all countries? 
Has England had plenty? Not in <ngland perhaps, but in general, yes; 
England has had land enough and to spare somewhere within her domains. 
Russia has had land enough up to date. Such countries as Denmark, 
Norway, Holland, and Switzerland have not had land enough, and in this 
fact lies the partial explanation hy the United States has more Danes, 
Norwegians, Dutch, and Swiss than are to be found in their native lands. 

Nor have doctrinaires within the field of land theories been altogether 
wanting. Mill went far beyond the earlier classical writers in an attempt 
to evolve a theory of landed property, and soon after his time Henry George 
brought forth an elaborate doctrine based almost wholly upon land. Like- 
wise Alfred Russell Wallace gained distinction through his attempt to solve, 
once for all, the land problem. All these writers, Mill, George, and 
Wallace, offered similar remedies for the supposed ills. All three assumed 
that the diagnosis of the case was a simple one, and as a result offered 
naively simple prescriptions. Mill would tax out of private hands all 
future unearned increments, manifestly a difficult thing to do, and by no 
means is it obvious to all that it would be desirable. Henry George would 
treat land as stolen property and claim and appropriate its value as a public 
right, restored to the public. Wallace’s view is much like that of Henry 
George’s except that he recognizes the right of the present owner to his 
property. 

Not only have we had the theories respecting lund and its pecularities, 
but we have had attempts to put the doctrines into practice in such widely 
separated places as in the cities of western Canada, in Pittsburgh, in New 
Zealand, and in parts of Europe. The widespread belief that rent is in some 
peculiar, even sinister, sense unearned has made of the landlord’s receipts a 
tempting object of attack whenever the raising of additional taxes becomes 
difficult. 

Some of our economists with great cleverness have in recent years under- 
taken to explain away the advisability of treating land separately from 
capital. They have been presenting arguments to prove that land is merely 
a form of capital and during a static period, long or short, the contention 
that land is viewed, practically, as part and parcel of capital as a whole is 
tenable. Even so the land question continues to appear in a form and 
manner quite distinct from that of capital in general. It is fruitless to 
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contend that land and capital are one and the same thing in the face of 
recent developments in the farming sections of the country. The farmer 
is well aware of the fact that he made money out of the rise of land prices 
from 1896 to 1920, and that he has lost money on land from 1920 to 1925. 
He needs no economist to show him that his troubles have been more funda- 
mental than those involved in borrowing current capital for short, long, or 
intermediate periods of time. The collapse of prices in 1920 was due to 
world causes but the effect was manifest in influence on land values much 
more than in the influence on the prices of products and consumers’ goods 
no matter how vitally connected the latter and the former may be. 

Investments in land are for long periods of time. A price once set pro- 
jects itself into the future, perhaps a decade, perhaps several decades, 
before a readjustment can be effected. This is the situation in which we 
find ourselves today. Our attention is centered on land, on its durability, 
on its productive powers, on its slowness to respond to price influence down- 
ward, and its readiness to respond to upward turns of prices. 

It is hardly necessary to mention, so well known are they, the recent 
changes in land ownership and the part played therein by the state through- 
out a large part of Europe during the past thirty years, and more par- 
ticularly during the past ten years. During the past thirty years Denmark 
has made her land system over, Ireland has passed through a land revolution, 
Russia before 1917, was revamping her land ownership, while England 
and Italy were both making important changes and anticipating others 
much more profound. Within the past decade Russia has staged a revolu- 
tion in land ownership, Poland, Czechoslovakia, Roumania, and other lesser 
countries have torn their land systems up by the roots, while in England 
and Italy radical changes in land ownership threaten to become major 
national issues. 

In our own country land problems are many, and are attracting attention. 
For instance the tendency of private enterprise is to produce wheat, 
potatoes, or dairy products on the remaining 250,000,000 acres of cut-over 
land. A strong public sentiment demands that many of these acres be put 
back into forest. To effect this reform, for it is nothing short of a reform, 
involves the most baffling questions of taxation and a survey of the land 
including an estimate of its economic possibilities for different uses. Left 
to themselves the forces involved will no doubt at some time arrive at a 
state of comparative equilibrium. Whose purposes will be served in arriving 
at such equilibrium is, however, quite another question. If the solution is 
left for private interests to work out it would be a safe guess that the 
strongest of these interests will eventually so shape matters as to result in 
a measure of prosperity for themselves. That the public would gain some 
of the benefit is likely, even inevitable. But that the public interests would 
take second place as compared with private interests is also certain. Private 
enterprise has given us with respect to wood and lumber, first, an unpre- 
cedented and cheap supply and, second, a scarcity, with a correspondingly 
high price. As we face the future, do we want to trust the management of 
this vital matter to the unregulated operations of private capital? The 
question needs no answer, and in any case cannot be answered in the nega- 
tive, although we are already exercising a powerful negative influence 
through the operation of our general property tax system. 

In spite of the fact that Congress appears to be determined to carry out 
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its land policy of putting all public lands, except a remnant of the forest 
area, into private hands, and then seeing what will happen next, it is 
evident that the disposition of the grazing lands is not at present satisfac- 
tory or final. 

We have a deal of opinion concerning the tenancy situation. We are 
told on the one hand that within a few years the farm land will be owned by 
a group of wealthy absentee landlords and the tenants will become hopeless 
appendages to an arrogant aristocracy. Again it is predicted that owner- 
ship will continue, but that the farmer will be reduced to the status of a 
peasant—poor, abject, and servile. No doubt these pictures are painted 
with unwarranted blackness, yet none of us has the assurance to 
predict that the whole matter of farm ownership will take care of itself in 
a satisfactory manner with no attention or interference from the state or a 
third party. 

Another subject on which we have much opinion and inadequate informa- 
tion is that of speculation in land. The information which we do have is 
of such a character as to suggest most urgently that much more extended 
inquiries should be made into the question. Is speculation the result of 
padded, induced values? Or is it an incident in the natural course of 
value increases? Should we undertake to prevent, or modify, speculation? 
The information already available is the best argument for increasing the 
studies on which programs of action may be based. At present we have 
much opinion and little knowledge regarding the essence of speculation. 
We do have abundance of evidence of its ill effects. 

In other words we have in this country great, unsettled, land questions. 
For the most part they have not reached the stage of acuteness which de- 
mands immediate attention such as did the railroad strike of 1877 or the 
railway rate situation of the period of 1875 to 1890. The ownership of 
land is widely diffused. It is held mainly by individuals, not by corpor- 
ations. Thus the blame, so far as there is any, cannot be centered on some 
few owners as was the case with the railroads, or, for that matter, is now the 
case in the anthracite coal fields. Big corporations do indeed hold much 
land in the cut-over country, but they do not occupy a strategic position with 
respect to the control of the main body of lands on which the food supply, 
or the business of manufacturing and trade, depend. 

The facts enumerated above account in part at least for the comparatively 
small amount of attention paid by the economists to land. Strangely 
enough we have carried economic thinking in the field of labor and capital 
so far that were the classical economists to return to the scenes of the 
former work they would hardly recognize the treatises turned out during 
the past twenty years as belonging to the same subject to which they de- 
voted their attention. Notsoinland. Ricardo and John Stuart Mill would 
soon find themselves at home among the modern thinkers on rent, land 
taxation, and the rights and limitations of rights respecting land. Ricardo 
would be justly proud to find the main tenets of his rent doctrine undis- 
turbed, and Mill would no doubt be gratified to discover that a large number 
of thinkers agreed with him that it would be desirable to tax future un- 
earned incomes out of land. But why there had been no increment, earned 
or unearned, in English farm land during the half century since his 
acquaintance with it, and why, with the unprecedented progress of society 
since his day the landlords held a less influential place instead of one of 
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more power, would be perplexing. The progress of society, which he could 
not deny as having taken place, would not appear to have given the landlords 
“both a greater amount and a greater proportion of the wealth of the com- 
munity” than they formerly held. He would be perplexed to find English 
land selling at such low prices and interest just about as high as when he 
last collected, or paid, interest on a loan. He would be less worried about 
the “probable futurity of the laboring classes” than he had previously been. 

But should Mill on looking about wish to know why we are taxing land 
at such a high figure as to prevent the reforestation of some of the waste 
places in which he took delight, leaving them covered with blackened stumps, 
he would find plenty of solitude, but probably not the sort he had in mind 
as essential to depth of meditation and character. The superfluous trees 
rooted out in the name of improved agriculture would demand explanation. 
Quite possibly he might decide that we had reached a little over anxiously 
for the future unearned increments and instead of collecting them had pre- 
cluded their appearanc: 

But no matter who should come upon the scene and ask why we had not 
taxed land more or less, why we had not developed land policies relative 
to our unused and partially used lands; why we had not gathered the avail 
able facts relative to the effects of the 50 per cent exemption from taxation 
on buildings and their contents in Pittsburg; why we had not followed up 
the results of the tax laws of North Dakota; why we had no adequate 
treatise on tenancy—to these questions the economists would make halting 
answers. We might make reply that “while thy servants were busy here 
and there” this subject was neglected. 

In substantially all countries in which there have been land reforms or 
revolutions the immediate occasion for the attack on the previous systems 
has been some sort of development found no longer tolerable. In Ireland 
the absentee landlord was hated as the despoiler of Irish agriculture. In 
France at an earlier date, it was one of the items in the arrangement of 
aristocracy. In Denmark it was not so much dissatisfaction against a 
landed class as it was concern for a landless class. In New Zealand it was 
a deliberate substitution of a real measure of social control for a laissez 
faire policy which was clearly not working out to the best interest of society. 

In our own country no distinct crisis has been reached. At the same time 
the forces are clearly at work preparing something in the nature of crises for 
the future. Shall we let them take their unhindered course and accept 


the consequences as something inevitable when they culminate, or shall we, 
as is done conspicuously in the labor world, by study, adjustment and com- 
promise, work toward an ideal and even though it may never be reached, 


avert an ultimate catastrophe. 

To recognize a field as insufficiently worked is not so much a complaint 
as a challenge. And by no means should we neglect to notice the work 
already done. Land studies of a notable character have been conducted 
for some six years by the Institute for Research in Land Economics and 
Public Utilities. Likewise the Bureau of Agrucultural Economics has done 
distinctive pioneer work in this field, while a large number of states, prob- 
ably not less than ten or twelve, have gone quite beyond the initial stage 
in land studies. The work in progress is of high grade, yet with all this in 
mind one is still justified in saying that land economics is an open field. 
In contrast with economics of labor and capital, in which so much work 
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has been done; in which a priori reasoning has given way to painstaking 
research and analysis, we are but recently emerging from the period of 
deductions, based on a few accepted postulates, with respect to the great 
and intricate field of land economics. The situation is one of great 
promise and limitless opportunity. 


L. C. Gray.—My purpose is not to present an outline or catalog of all 
possible research topics, but rather, to face the existing land problems in the 
United States and to bring forward some of the lines of research upon which 
progress in the solution of these problems is dependent. 

Let us first face the problems of land utilization. There is almost uni- 
versal agreement among thinking people that a radical revision of policy 
with respect to land utilization is essential. The old policy, expressed 
in a sentence, was to transfer public land with the utmost liberality into 
private ownership, but to maintain an attitude of laissez faire with refer- 
ence to its mode of utilization and settlement. It is idle at the present 
moment to criticize this policy. Its results are sufficiently apparent. 

We now find ourselves confronted with an area of cut over land, esti- 
mated roughly at 250,000,000 acres, mostly in private ownership, which 
lies in a condition of worse than “innocuous desuetude,” notwithstanding 
the prospect for an acute shortage of timber, an equally inadequate policy 
with respect to the utilization of the vast areas of semi-arid land, and the 
serious deterioration of the range lands of the public domain through em- 
ploying them as a grazing commons. The sporadic invasions of these lands, 
as well as of the cut-over areas, by settlers, disturbing the established 
range industry and creating a class of farmers operating on a most pre- 
carious economic basis, and the not less serious problems of public finance 
connected with these scattered and planless processes of settlement have 
been frequently and adequately described, and need not be elaborated in 
the present paper. 

Now, the nonsolution of these problems of utilization largely awaits 
the results of purposeful and constructive research and investigation along 
certain lines. The first great need is a plan for allocating our unde- 
veloped land area as between agriculture and forestry in wooded regions 
and between agriculture and range-grazing in nonwooded regions. 

This is both a quantitative and a qualitative problem. Quantitatively 
it is needful that we have some conception of the amount of land that will 
be required for farms, in the ordinary sense of the word. This is in large 
degree a problem in agricultural forecasting because there is no use in 
developing forests on land that should be employed for farming during the 
next forest cycle. Now, a forest cycle may range in length from sixty 
years or longer down to ten or fifteen years, for posts and poles. Since 
some of the land devoted to the shorter cycles could be diverted to agri- 
culture if necessary, it may be said that the requisite forecast is for a 
period of probably twenty or twenty-five years in length. 

The first phase of such a forecast involves determining for the nation 
as a whole the amounts of crop land and of pasture land that will be re- 
quired during the period of the forecast. Such a forecast involves a num- 
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ber of special lines of res¢ arcl It is necessary to obtain a careful est 
mate of probable ir ise of population, and to determine existing per 
capita requirements of crop and pasture land, a problem especially com- 


plicated in the case of pasture by the great qualitative differences between 
woodland pasture, arid grazing lands, and so-called improved and rotation 


pastures. 

Since a considerable part of our present land is employed for ex- 
port production, we must allow for the influence of many economic factors 
which it is not necessary to enumerate before an audience of economists. 
A not insignificant line of inquiry bearing on the future course of our for- 


eign trade in farm products is the potential increase in the productive area 
of world agriculture. Since the considerations involved are geographic as 
well as economic and political, this line of research requires the joint efforts 
of the geographer and the economist Since we have estimated that only 17 
per cent of our harvested crop area was employed in 1920 in providing di- 
rectly or indirectly for exportation and less than 10 per cent of our humid 
pasture other than woodland, it is clear that much the larger part of the 


problem of forecasting is the determination of the future requirements for 
domestic consumption. The question of foreign trade in the form of imports 
enters into this problem to some extent, particularly in regard to the impor- 
tation of Canadian grain, Argentine meat and foreign wools, and the probable 


commercial and financial policies likely to determine the course of trade. 
In large degree, however, the problem involves allowances for changes in 
consumption and changes in intensity of cultivation Since we have esti- 
mated that 77 per cent of the acreage used for domestic production in 
1920 was employed to produce feed for livestock, including horses and 
mules, it is clear that the tendency in regard to the per capita consumption 
of livestock and livestock products and with regard to the employment of 
horses and mules in production is a large phase of this problem.’ 
Another line of research which is contributory to such a forecast is the 
determination of the probable changes in economy of land through in 


creased production per acre. Some analysis has been made in the Division 
of Land Economics of the trend of crop yields with a view to breaking up 
the available statistical data in such a manner as to isolate to some degree 
the influence on the average of such contributory factors as deterioration 


or improvement of soils, weather cycles, and changes in location of pro- 
duction, particularly the influence of new areas. Significant comparisons 
with the trend of yields in various foreign countries has also been made.’ 
The considerable body of experimental data on crop yields for various types 
of soils in relation to expenditures for fertilizers and the experience of 
various foreign nations in regard to the costs involved in achieving high 


*See article “The Utilization of Our Lands for Crops, Pasture, and Forests,” 
Yearbook for 1923, U. S. De partment of Agriculture, pp. 455-460. 

*My colleague, Dr. O. E. Baker, is devoting considerable study to this problem. 

*See the paper by B. O. Weitz entitled, “An Analysis of Crop Yield Statistics with 


Reference to Soil Deterioration,” Journal of the American Society of Agronomy. 
(February, 1926). 
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yield levels particularly need study and interpretation by the student of 
American land problems. 

A rough attempt at a first approximation in allowing for all of these 
elements in a forecast of requisite increase of crop and pasture land in the 
next four decades was made two years ago by the Division of Land Eco- 
nomics. This estimate needs to be continually and critically revised 
and refined as new informaton becomes available. 

Such refinement is particularly desirable in breaking up the forecast 
into some of its component parts by way of considering the probable out- 
look for each of our principal lines of agricultural production, not only as 
a means of promoting the accuracy of the forecast, but also to determine 
its bearing on the probable requirements for expansion of the farming area 
in particular sections of the country, and the proper allocation of avail- 
able land area as between crops and forests or crops and range grazing. 
For instance, a definite policy for the Piney Woods region of the South, 
for the cut-over portion of the Great Lakes States, for the Northern Great 
Plains, and other important problem areas constitutes the next step in an or- 
derly and logical program of research. 

Such forecasts involve too many elements of uncertainty to enable one 
to hope for great precision of results, but they will make it possible to 
replace a mental condition of absolute uncertainty and vagueness with 
some conception of the probable magnitudes, upon which conception a def- 
inite policy of action may be based. 

The lines of research just mentioned raise the question as to their 
relationship to that generally accepted proposition that a national land 
policy should start with a systematic economic classification of the land 
area. To the layman this suggests a minute field study covering the en- 
tire country square mile by square mile and involving a heavy expendi- 
ture of funds. If such a classification is to be attained in the present gen- 
eration it will be necessary to proceed on much simpler lines. 

The work of land classification needs to be approached first by the method 
of elimination. First, we shall proceed to eliminate the regions of estab- 
lished farming. Such regions have their problems, to be sure, and not the 
least of these is the more efficient utilization of the land. Nevertheless, 
land classification as such is likely to be a futility if we attempt to employ 
it as a means of solving all the economic problems of agriculture in devel- 
oped regions. At the other extreme, there are large areas in our cut-over 
and semi-arid regions that can be eliminated from the problem of classifica- 
tion, because there need be no controversy over type of use. In the one 
case they can be employed only for forests; in the other, they are either 
absolute desert or they are serviceable only for grazing. 

Now, in most of our states there is room for one or more careful indoor 
studies of this character, involving a combination of the technical methods 
of the geographer, the statistician, and the economist, for the purpose merely 
of delimiting the problem of land utilization and of determining the loca- 


The Utilization of Our Lands for Crops, Pasture, and Forests,” Yearbook for 
1923. 
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tion of the areas w! by reason of their marginal character deserve more 
intensive study. 

Even for the regions where the type of utilization is doubtful, a great 
deal of indoor researé n be employed before outdoor classification should 
be attempted. The rather abundant existing materials with respect to 
soils, topography, climate, forest or forage cover, land ownership, taxation, 
population, transport facilities, market outlets, and the economic status 
of existing industries « be brought together, appraised, and synthesized 
with a view either to determining a policy of utilization or of pointing out 
the gaps which need to be filled up by special field studies. The total 
area will be broken up into several districts of more or less uniform geo- 
graphic or economic characteristics, and for each of these areas a special 
monograph of the scope of a doctor's thesis could profitably be prepared. 
In some cases such studies will overlap state boundaries and will afford 
a proper field for co-operative rese arch. 

The studies which have been described will have resulted in assigning 
most, if not all, of the undeveloped areas to one of these major uses: (a) 
forestry, with possibly incidental grazing; (b) range grazing; (c) farming 
in the ordinary sense, with, of course, the usual and necessary provision for 
woodlots and pasture. From this point on there is a vast field of research 
for the purpose of determining the methods and policies to be employed 
in bringing about the general type of utilization decided upon and of de 
termining the special character of use justified by particular conditions. 


In the case of areas to be devoted to forests there are many problems 
which require the special combination of economic and of technical train- 
ing possessed by the forest economist. Since the problems of this field 
are fairly well known, I need not undertake to discuss it. In general, it 
includes the economic and technical questions involved in determining the 
type of forest cover to be developed, the most profitable cycle, the most 
advantageous type of forest culture, probable expense and returns, etc. 

Of peculiar significance for forest regions is the question of taxation. 
There has been a disposition for many years to attempt to divorce the prob- 
lem of forest taxation from the general tax system and to treat it so to 


speak, in vacuo. As a result, tax reform in regard to forest lands, has 
made comparatively little progress for two very good reasons among others: 
(1) because the proposals for reform were unrelated to the established 
division of the revenue field as between local and state governments, the 
existing administrative machinery, and prevailing constitutional limitations ; 


(2) because the line of demarcation between forest lands and other lands 
has not been definitely drawn. There is at present an encouraging ten- 
dency to consider these factors and also to recognize that the problem is 
not merely one of forest taxation as such, but a problem of remodelling the 
entire revenue system so as to deal with the peculiar conditions of sparsely 


*A study of this general character is being made for portions of the Western 
Great Plains by the Division of Land Economics in co-operation with a number of 
other bureaus of the United States Department of Agriculture and with a number 
of states. 
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settled areas and with types of land in which capital valuation is peculiar 

ly difficult because of the remoteness of returns. 

The half billion acres in this country suitable only for range grazing 
present a large field of economic research. In part, the problems belong to 
the field of ranch organization and management, but the land economist 
can be of service in critical studies of existing policies with reference to the 
public domain, the grazing uses of national forests, and state lands leased 
for grazing. The Forest Service has encountered some nice problems of 
valuation in its recent attempt to reconstruct its schedule of grazing fees. 
The respective advantages of private ownership of range lands as com- 
pared with regulated grazing under a system of public leaseholds or under 
the permit system also constitutes a subject on which there has been 
plenty of speculative discussion and some informed opinion, but not enough 
concrete study. There are also questions as to the principle which should 
govern in determining the size of holdings. What is the most profitable 
size of holdings is a question of organization and management, but whether 
we should endeavor to promote holdings of the most profitable size or hold 

ings which will support the largest number of independent families is a 
question of national policy still indeterminate both for ranches and for 
farms, and one about which all too little conclusive and decisive thinking 
has been accomplished and about which also the governing conditions in 
particular areas are not known. 

Let us consider now those problems of research connected with the areas 
assigned for the expansion of the farming industry. Assuming that the 
assignment has been made for a forest cycle or some other corresponding 
period, only part of the area should be employed for immediate expansion, 
and it should be the function of research in land economics to provide a 
basis of wise selection of the areas which afford the most promising oppor- 
tunity. In those sections where reclamation is involved and it is necessary 
to determine in advance the economic soundness of large capital expendi 
tures for reclamation before it is undertaken, there is required a synthesis 
of the specialized experience of the irrigation or drainage engineer, experts 
in the various fields of agricultural technology, and the financial expert. 

Closely related to this are the problems involved in determining the most 
favorable conditions for land settlement either in regions requiring drainage 
or irrigation or in the very different conditions existing in dry farming 
areas or cut-over areas. ‘To some extent conclusions with respect to land 
settlement can be generalized. It is possible to draw on the experience 
of other countries as to such matters as the relative desirability of in- 
filtration and compact settlement, the advantages and disadvantages of pub 
lic versus private initiative in land settlement, principles to be followed in 
selecting settlers, rates of turnover, and margins of credit. However, such 
conclusions must be very tentative, for the special conditions under which 
settlement is carried out vary widely, and each project must usually be 
considered on its merits. 

The subject of farm land values and valuation must be recognized as 
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one of the utmost importance in view of the fact that the aggregate capital 
value of farm real estate represents from a fifth to a sixth of the total 
value of national wealth, that it constitutes nearly 85 per cent of the in- 


vestment in the farming industry, and that the varying and fluctuating 
relationships of income, indebtedness, and taxation to capital values are 
of most vital significance, not only to the stability of the farming industry, 
but also to other important economic interests. This subject involves an 
almost virgin field for replacing a large accumulation of hypothetical as 
sumption and dogmatic theory with the more precise and significant re 
sults of modern methods of statistical measurement. 

At the outset we encounter a most inadequate supply of material for a 
time series. In this field we do not have access to regular and carefully 
compiled market reports of trade journals and other agencies such as con- 
stitute a source for p1 lata for other commodities. Several years ago the 
Division of Land |} mics undertook to fill this important gap in our 
economic material | lding up a historical series of land value curves 
in selected counties of representative states by obtaining data on sales of 
farm real estate in the records of county recorders. Also much more ample 
arrangements are being made for supplying reliable data on current land 
prices and turnover based on both estimates and current sales data, as 
reported by returns from a list of about 200,000 farmer reporters for their 
school districts and | i t of 35,000 real estate dealers. 

The time series t! ifforded on the morement of land prices can be 
subjected to various statistical tests and correlated with various other eco- 
nomic data with a view to throwing light on the relationship of the short- 
time and long-time trends of land prices to the general price level, the 
prices of farm products, interest rates and other credit conditions, prices 
of particular commodities, and various indexes of volume of production and 
trade employed in measurements of the business cycle. Such a study of 
trends is also useful in the investigation of the geography of land values, 
and in understanding the differential forces at work in various areas. 

The interrelations of farm income and farm value comprise another group 
of research problems of peculiar significance. At the start, it is desirable 
to obtain a rough measure of the relationship of annual value and of capital 
value in different parts of the United States. This may be accomplished 
in a number of wa First, cash rentals may be employed as the purest 


market expression of annual values. Where real estate taxes are known and 
deductions can be made according to standard tables for structural depre- 
ciation and repairs it becomes possible to obtain something closely approxi- 
mating net cash rental; and there is a growing tendency in cost accounting 
studies and in farm surveys to employ this as the measure of annual cost 


of farm real estate in place of some arbitrary rate applied to total capital 
value. We have been fortunate in having inserted in the census schedules 
ot 1920 and 1925 questions as to the amount of cash rental. The question 
was not tabulated by the Census in 1920, and it was necessary to make a 
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special tabulation for about 175,000 farms in selected counties. For 1925 
the Bureau of the Census will tabulate the cash rental data and the esti- 
mated value of cash rented farms by counties, thus making possible a coun 
try-wide comparison of the relationships of rent to value. The Depart- 
ment of Agriculture is also undertaking by the questionaire method to obtain 
annual data on the same items. 

Since cash renting is not everywhere sufficiently prevalent nor are cash 
rented farms always sufficiently representative to afford a reliable measure 
of annual value, it is necessary to use other means. One of them is to em 
ploy share rentals, making deductions for landlords’ expenses. Some of 
these unfortunately, such as risk and supervision, are not very susceptible 
of definite measurement. Moreover, because of the great fluctuation in 
crop yields and in prices, data covering a considerable number of years are 
requisite. 

Data on annual values and on capital values, especially where available 
annually for a considerable period, will make possible a number of impor- 
tant studies such as the nature of the movement of rentals in relation to the 
movement of capital values, close approximation to the measurement of the 
capitalization of expected increments or decrements, the rate of capitali 
zation, the influence of past experience in the determination of present 
values, ete. 

Both annual values and capital values need qualitative analysis. For 
many purposes of statistical measurements, particularly income and stan 
dard of living studies, it is highly desirable to isolate the residential value. 
It is hoped that in the 1930 census a question on the value of the dwelling 
can be included. 

This is merely one phase of a needful qualitative analysis of the degree 
of influence of the different characteristics of individual farms. By em- 
ploying multiple correlation the influence of such characteristics as value of 
buildings, average yield per acre, proportion of crop land, kind of road, 
and distance from shipping point may be approximately measured. Such 
methods are likely to become extremely important in scientific appraisal 
for the purpose of calculating the differential between the value of individ 
ual farms and the predetermined level of value for the community as a 
whole. Questions have been included in the Census of 1925 which may 
lend themselves to studies of this character covering comparatively large 
areas. For more precise results, however, it will be necessary to rely on 
survey data. 

The nature of the real estate market in particular regions needs thor 
ough study and analysis in order that we may determine some of the 
psychological factors influencing farm land values, particularly in boom 
times, the extent to which the defects in market organization and informa- 
tion prevent the development of a uniform value level, the extent to which 
sales data as recorded or reported are actually representative, the in- 

*Cf. Department Bulletin No. 1224, “Relation of Land Income to Land Values,” 


by C. R. Chambers; also article by the same author in the American Economic 
Review (December, 1924). 
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fluence of the demand of various classes of buyers in the market, and the 
rate of turnover of far real estate and the extent to which this turnover 
consists of trad i le voluntary sales, estate settlements, etc. 
for the proportion of purchases by actual farmers is exceedingly important 
in determining the influence on agricultural prosperity of tendencies to 
inflation or deflation. Growing out of these general methods of study are 
the particular problems of allowing for special kinds of improvements, 
uch as orchards, vineyards, forests and woodlots, etc. 

When one considers the importance of the various lines of inquiry 
covering the value of farm real estate in promoting sound credit and tax 
ation policy, in facilitating more accurate systems of farm accounting and 
organization, in understanding the factors influencing the prosperity of 


farmers, in determining the possibility and desirability of progress from 
tenancy to ownership, and in illuminating various controversial issues such 
as railway rates and the tariff, it would seem that studies would be or 
ganized in every state for the purpose of employing all of the variou 
methods of analysis presented in the study of the character, extent, 
and qualitative make-up of farm land values in each important and char 
acteristic region. 

In the field of land tenure I can only undertake to mention a few of 


the problems of outstanding significance. One of these, closely related to 
the field just discussed, is that of the economic desirability and possibility 
of progress from tenancy to ownership. This requires a careful analysis of 
the characteristics of agricultural income in various parts of the country 
and their relationship to the value of farm real estate on the one hand and 
to standards of living on the other. We have talked too much about aver 
ages. For a given number of farmers in a representative area we need to 
know the distribution of income. How many fail to earn enough to cover 
cash expenses, not including interest on actual indebtedness? How many 
earn cash expenses and in addition succeed in providing an allowance for 


interest on investment and depreciation? How do the various individuals 
rank in regard to the residuum available for living expenses and accumula- 
tion? How does the distribution of incomes vary from year to year and 
how does the same individual’s position in the scale change from year to 
year? What is the standard of living that should be given priority over 
the undertaking to purchase a farm? At what level of values would pur- 
chase be justified? What credit margins would be reasonably safe, and 
what proportion of one thousand farmers would be expected to survive? 
I do not need to emphasize the importance of such studies not only for the 
subject of tenure but also in their bearing on credit problems and for the 
development of wise policies of land utilization and settlement. 

The legal and customary relationship of landlord and tenant in various 
parts of the country is an almost endless field of research if we are to an 
swer such questions as the following: What are the actual personal dis- 


abilities of tenancy; does it involve serious insecurity or lack of freedom in 
the formulation of farming policies? To what extent is compensation for 
unexhausted improvements needed under American systems of farming; to 
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what extent is the existing need provided for in practice and what con 
ditions would favor or retard its successful introduction by legal methods? 
What is the role of landlords; what is their economic and social contribu 
tion to agricultural production and welfare; who are they; where do they 
live; what are their occupations; and what are the motives which lead 
them to acquire or retain ownership? The Institute of Land Economics, the 
Division of Land Economics, and various research workers in the colleges 
have contributed scraps of information bearing on these important ques- 
tions, but it must be acknowledged that our information is still hopelessly 
fragmentary. 

The extent and causes of the instability of occupancy which is so char- 
acteristic of American tenancy and which constitutes one of the strongest 
indictments against the system are all too little understood. Neither is it 
clear what measures of policy would helpfully change this condition. In 
spite of much dogmatic generalization we still know too little about the 
connection between form of tenure and efficiency in farming. Is tenancy 
as such responsible for inefficient farming, or is the tenant a man who 
would be inefficient also as an owner? Is inefficiency characteristic of 
both owners and tenants in a given region because of the historical develop 
ment of an inefficient farming system? Is the inefficiency attributable to 
tenancy largely a function of instability of occupancy and might it be less 
apparent if tenants could be induced to remain longer on the same farm? 
Could the prevailing inefficiency be eliminated by a different kind of tenant 
contract or only by developing a wider measure of ownership? 

In other departments and categories of economic life we have gone a 
long way since the doctrine of laissez faire influenced the development of 
the American system of allodial tenure in fee simple, but that economic 
product still continues but slightly modified so far as applies to farm real 
estate. It is probably true that it will continue to be the corner stone of 
our economic system, but the evils growing out of land speculation, over 
capitalization, fluctuating values, instability of occupancy, absentee land 
lordism, sporadic concentration of ownership, and wasteful employment of 
land resources point to the necessity of a considerable movement toward 
legal limitation of rights of property. In this great field of inquiry we 
shall need to study critically the various forms of limited tenure that have 
survived the disappearance of feudalism in Europe and the various eco- 
nomic experiments established since the close of the European War, mak 
ing due allowance for the historical, institutional, and psychological differ 
ences between America and the countries of Europe. 


Ricuarp T. Ery.—By land economics I understand economic relations 
among men that arise out of the utilization of land. If you want a formal 
definition, I will give it in these words: 

“Land economics is that division of economics, theoretical and 
applied, which is concerned with the land as an economic concept 
and with the economic relations which grow out of land as prop- 
erty.” 
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I could elaborate at length this definition, but, on the one hand, there is 
not time for it now, and, on the other hand, it is scarcely necessary in this 
audience of trained economists 


In my judgment, this field of economics is not only the latest, but one of 
the most important divisions of economics to be developed. This is a 
challenging statement and may seem like an exaggeration. 


The question naturally arises, have we in land economics something new? 
If we turn to the general treatises of economics—and I will include my 
own—we find very little about land, and what we do find is confined to a 
few general statements which in many respects are misleading. Land and the 
improvements which go with it, included under real estate, represent more 
than one-half of the wealth of the United States and a large proportion 
of the wealth of the whole civilized world. If we examine its economic 
utilization in detail. as we have examined the economics of railways and of 
banks, is it not natural t uppose that we should get a great deal of new 
truth both of practical and scientific significance? Another economist has 
said that land economics is more important than economics of railways or 
of banks. Taking railways. he points out that there are comparatively 
few people who hay uch to do with them administratively, whereas 
pretty nearly everybody is concerned with land as buyer, seller, and 
utilizer. 

Naturally I have asked myself the question, is what we are discussing 
under land economics, after all, new as well as significant? I have had 
graduate students fr the leading universities at Wisconsin and at North 
western University and also at Cornell when I taught there in the sum- 
mer session two years ago last summer. Certainly what was presented 
under land economics was to them new, whether or not it was significant. 
I believe I may say that, generally speaking, they did regard it of major 
importance. One test of the significance of land economics is pragmatic 
in character. We have been training men in land economics, and we find 
a demand for their sen sin fact, a demand far in excess of the supply. 
These men find things to do, for which men are willing to pay salaries, and 
their training is a preparation for doing these things. One man had a 
training, and he became secretary of a real estate board and transformed its 
activities in most desirable and helpful ways. His training enabled him 
to give a new character to its activities. Another man has a training, and 
he finds a field of usefulness in the real estate department of a railway. 
Others find employment in schools and universities teaching land economics. 

In land economics we are dealing with all sorts of practical everyday 
questions like home ownership and tenancy in city and in country. We 
have our laboratories in which we try experiments. I refer especially 
to “Sunnyside,” the urban laboratory which is in process of construction 
by the City Housing Corporation, and the Fairway Farms Corporation, 
whose operations at present are confined to Montana. We try to reach 
predetermined ends, and that makes the operations of these two com- 


panies real laboratories. The purpose of the Institute is to discover stan- 
dards and methods of general application. 

In land economics our work is largely that of synthesis. A good deal 
of work has been done in the economics of forestry, also in farm tenancy. 
A good deal of work has been done in the field of land credit. A little 
research has been conducted in the field of urban home ownership and 
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tenancy. Some important studies have been made in the utilization of 
mineral resources and conservation generally. In land economics we put 
together the separate studies, and we find that synthesis yields a great 
deal of new truth that, in my opinion, has the highest significance. I do not 
think that Professor Fetter has exaggerated when he says that in land 
economies we are dealing with problems of national welfare and national 
survival. Dealing with these questions praciically, attempting to solve 
the questions that arise day by day among men in their utilizaion of the 
land, I think that we get an enrichment of economic theory. And as I 
study the history of economic thought it seems to me that the most worth 
while theory has been the by-product of attempts to solve practical, every- 
day problems. 

I have simply thrown out a few thoughts, and I want to close by 
presenting to you the main features of a new book, written by my associates, 
Messrs. Herbert B. Dorau and Alfred G. Hinman, entitled An Outline of 
Urban Land Economics. This is the first book on urban land economics 
and treats such topics as: The Development of Urban Economy; Urban 
Land Utilization; Public Control of Urban Land Utilization; Urban Land 
Tenure and Tenancy; and Urban Land Values and Valuation. Under each 
of these headings here listed there are a number of significant topics that 
receive special consideration. The book represents a distinct departure 
from any previous work done in this field and it is hoped that its publication 
will stimulate further scientific study in land economics. 


THE FEDERAL RESERVE SYSTEM 
Owen D. Youne 


I have come here primarily to express my appreciation to you for the 
honor of having been chosen a Vice-President of your Association for the 
past year. After something like fifty years of experience in this world 
I have learned that the honors which one appreciates most are those which 
are the least deserved. Therefore, I want you to know how grateful I am 
for that which you have conferred upon me. 

My chief criticism of economists is that they regard economics as an 
exact science like mathematics and physics. They base it on certain well- 
known laws of human action and reaction. The trouble is that they fail 
to take account of other forces lying outside the field of economics which 
influence action within the field. If economics were an exact science, I would 
never have been the Vice-President of this Association. I hold that office 
only because of friendships and loyalties which are never mentioned in 
your books but which are powerful deflectors of the rules which you lay 
down. 

Secondarily, I come to this meeting because of my interest in the Fed 
eral Reserve System, and that is your subject this morning. That the 
Lord takes care of drunken men and the United States was never better 
shown than in the creation of the Federal Reserve System immediately 
preceding the world war. It was a useful, and I think an essential instru- 
ment of service during that trying period. After the war, although its 
action was frequently criticized—severely criticized—it was still helpful. 
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Post-war deflation is never popular and is never carried out without mis 
takes. It is especially unpopular in a country which has large gold re 
serves—which can provide an ample supply of credit and which has an 


overproduction of self-satisfaction arising from its achievements in war 


and from the adulation of grateful associates. We were then the Red 
Grange of the nations. That was trying both for our head and heart. 
It did not create a taste for sacrifice and deflation. On the whole, under 


these conditions, I think the Federal Reserve System came through pretty 
well and should be given credit for its achievements. After the game was 
over came the recognition of hard economic facts. One of the facts was 
the disturbed exchanges and the impaired currencies of the world. 

When I was in Berlin and asked the representative of German labor 
what the Dawes Committee could best do for labor, he answered, “Give us 
a sound currency He said, “Do you realize that this must be done 
basicly as a human need; that our workers have not been able through 
any exertion, sacrifice, or saving to provide a fund which would guar 
antee their families a doctor or a nurse in case of sickness.”” They could 
not even guarantee their loved ones a decent burial in case of death. 

I had always thought of currency merely as a piece of the machinery of 
finance, the medium of debits and credits. Never before had I realized 
the relation of currency to life. I venture the statement that it is more 
important to the United Sates of America to restore the currencies of the 
world to a stable basis and make them sacred than it is to collect our 
foreign debts. 

We must remember that when the Federal Reserve System was estab- 
lished, this country was still a debtor nation having no great responsibility 
except to pay its debts. England was the great creditor nation, and it was 
her obligation to see that the mediums of exchange of all countries wer 
on a basis which made credit possible and which made loans secure. Now 
that situation has changed; the responsibility is ours. We have the gold 
of the world which, after all, is the guardian of sound exchange. Whether 
gold be necessary or not as the basis of currencies, there is, I know, much 
debate. That it is in fact their best guarantee, taking account of the his 
torical and psychological influences surrounding it, can scarcely be ques- 
tioned. In times of rehabilitation, the world cannot afford to try new ex 
periments. If this be true, then the gold resting in the vaults of America 
is a trust fund for the currencies of the world and its wise administration 
is our responsibility 

I speak of that responsibility here because this is the proper place. If 
I were speaking of the responsibility for power development, if I were 
talking about the problem of putting more power back of the worker in 
order that his production and wage might be increased, I should speak to 
the power people. That responsibility is theirs. So each of us in our 
own field in a Democracy must see to it that America acts wisely. You 
must see that she acts wisely in this international field of currency and 
finance. You must teach us in the face of discouragement on your part 
and stupidity on ours. You must go forward firm in the faith. You must 
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be clear and simple in your statements so all of us may understand. You 
must make a great Democracy function wisely in the most complicated 
field which popular government has been called upon to face. More than 
that, you must make it function quickly. Much has been said of late of the 
responsibilities on the scientists of the world to maintain our great ad 
vance. Much has been said about the responsibilities of the schools and 
the churches to see to it that the great powers which science has put in our 

inds are technically well administered and with moral responsibility. 1 
venture the statement that in no ficld is the responsibility so great as on the 
economists of this country to sce that in this great new role of the creditor 
nation America acts wisely, not only in her own interest, but for the safety 
and well-being of civilization itself. 


When you are considering the Federal Reserve System I hope 
vou may think of it in the light of these changed conditions I 


hope you may regard it as no longer a piece of machinery only for the 
mobilization of domestic reserves, or even for the financing of our foreign 


trade. It is now something more. It is the instrument of the people of 
the United States through which, in a large measure, they are to dis 
charge their duty as trustee of the world’s gold supply and as custedian 
of the safety and reliability of the exchanges of the world. 

During the coming years, the question of whether or not the charter of 
the Federal Reserve Bank is to be extended, and if so, on what terms and 
conditions, will be one of our most important political and economic pro 
blems. That is a field in which your Association has grave responsibilities 
and must meet them. Personally, I believe that the Federal Reserve banks 
should have an indeterminate charter such as we have learned to grant to 
public utilities. That question of extension of charter should be met on its 
merits quite independently of the question of amendments to the act. Let 
the amendments be considered and made as experience may show they are 
needed. It will be unfortunate to consider the two questions together. 

Perhaps I should not have presided at this meeting. I may not be 
wholly impartial. I frankly confess after an experience of three years 
as a director of the Federal Reserve Bank of New York to a bias in 
favor of the Federal Reserve System and the general way it is being 
operated. It has been a great promoter of our foreign trade, especially 
through bankers’ acceptances. I remember secing a list of the commodities 
moved by means of bankers’ acceptances which the Federal Reserve Banks 
bought in March and April of this year (1925). and the figures are so im 
pressive that I venture to repeat them. There were two hundred and fifty 
different export commodities financed. The largest were: 
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Hides and skin 7,000,000 
Furs .. 2,000,000 


I mentioned before the effect of unstable currencies in foreign countries 
and widely fluctuating exchanges on foreign trade. It is well illustrated in 
the case of our trade with Germany. At the time when German currency 
was declining rapidly in value American exporters of cotton found it nec 
essary to send their goods on consignment and store it in warehouses in 
Bremen, from which German manufacturers could buy it from week to 
week and even from day to day, a few bales at a time. There was no 
possibility of making the usual contracts in advance. As a consequence, 
our exports to Germany were gre alty reduced, as is indicated by their in- 
crease since stabilization. Our exports to Germany in the fiscal year 1923 
were $293,000,000; in 1924 they were $378,000,000, and in 1925 they were 
$464,000,000. 

I commend the co-operation of the Federal Reserve System with the 
central banks of other countries in their endeavor to establish and maintain 
sound currencies. If we do our job well that will, in the future, be an im- 
portant additional function of the system. It will require on our part 
intelligent and courageous leadership, and most of all, it will require un 
derstanding on the part of our own people. You are the trustees of our 
fund of understanding just as America is the trustee of the world’s gold 
supply. You must execute your trusteeship well in order that we all 
may understand and act. If we fail, it will be because you have failed. 
I have every confidence in the vision and spirit and wisdom of the American 
people on any question however difficult when once they are adequately 


informed. It is the purpose of such a meeting as this to promote our own 
understanding and theirs 
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THE RECENT WORK OF THE FEDERAL RESERVE 
ADMINISTRATION 


By H. L. Reep 
Cornell University 


It has been observed frequently that, in the early years of its life, 
the Federal Reserve System was incapable of evolving any principles 
of credit control which could be regarded as suitable for permanent 
application. In the first few years of its existence, problems of or- 
ganization and the work of familiarizing the banks of the country with 
the nature of its operations demanded primary attention, while later, 
in the war and post-war period, the requirements of the Treasury were 
decisive in determining the nature of many of its activities. But after 
industry began to recover from the disaster of 1920, we should expect 
to find the elements of such a policy formulated and enunciated. It is 
the purpose of this paper to review the events of this recent period 
in the endeavor to ascertain what progress has been accomplished in this 
direction. But, first of all, some attention must be devoted to certain 
matters of organization and machinery. No criticism can be fair 
which does not take account of the kind of a mechanism bequeathed the 
Federal Reserve administration to operate. 

In the Federal Reserve System, hopes of harmonious operation on 
the part of the different Reserve Banks must rest in the first instance 
upon the Federal Reserve Board. It, of course, is conceivable that 
leadership might be wrested from the Board by one or several of the 
district directorates, which would undertake the initial work of formu- 
lating policies, and, then, utilize the Board merely as a medium for 
communicating their findings to other Reserve Banks. But as long as 
the law remains as it is, it is not probable that such a solution would 
commend itself to future Boards, and such division of responsibilities 
would undoubtedly give rise to even greater difficulties and delays than, 
as shortly will be shown, the present Board has been obliged to con- 
tend with. 

As regards the composition of the Board, the first difficulty to be 
emphasized is that the Board is a committee, and is consequently sub- 
ject to all the unwieldiness of committee organization. It is com- 
posed of men who have been trained in different industrial activities 
and who have resided in different geographical sections. It is con- 
fronted by problems that lie at the very core of much that is con- 
troversial in scientific circles, and whenever wide differences of opinion 
exist it is inevitable that slow and tedious diplomacy must be exercised 
before substantial unanimity of thought can be gained and aggressive 
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action taken. ( oncessions of judgment must be made in 
a field in which histo cords few successful compromises. Some such 
idea as this was expressed by Mr. Dawes in his insistence that the 
office of the Comptroller be not abolished and its duties assumed by the 
Federal Reserve Syst« 

“The office of the Comptroller of the Currency has to be organized for 
quick and summary decisions. A mob of depositors is never complacent 
enough to await the deliberations ef a town meeting. If the Federal 
Reserve Board is composed of the men of the ability and force of character 
that has typified this Board in the past, each member, in self-respect, will 
insist on expressing hi f and impressing his personality on any proposed 
methods for relief, and the fire wagon, if it arrives at all, will approach in 
orderly and dignified fashion long after the last wisps of smoke have 
floated away and the ashes cooled. Please understand that this statement 
would still be made if absolute assurance could be given that the ablest men 
in the world would always sit on this Board. ‘Boards is Boards.’ ” 

It should be noted, moreover, that this criticism is general and not 
specific. It makes no reference to the lamentably rapid turnover of 
the Board’s membership, or to the recent success of a certain bloque 
in securing a mand rom Congress providing for an increase in its 
numbers. Neither does it call attention to the political atmosphere 


in which for the last few years it has been obliged to do its work. By 
this I refer to the ty of certain members of Congress, several of 


whom have proposed | of following tenor: 


rediscount to be charged by Federal Reserve 
‘annum. No deviation from this rate shall be 


“The rate of discount an 
banks shall be 2 per cent p 


permitted except by aut ty of Congress.” 

These difficulties might be classified as internal, as referring to the 
formulation of decisions within the Board itself. But when the task 
arrives of rendering these decisions effective in the activities of the Re- 
serve Banks, further causes of delay and obstruction arrive. In mat- 
ters of discount rates, the Board is only given power to review rates 
fixed by the various district directorates. It is possible that this power 
of review might be developed into a-virtual authority to fix rates. By 
calling for frequent rate applications, and by refusing to approve of 
rates not acceptable, the Board might subject the district bank to 
the alternative of ceasing discounting or accepting the Board’s rate. 
The Board is also permitted by statute to remove district directors. 


But aggressive action of this character, frequently employed, would 
destroy the needed spirit of co-operation between the various bodies 
which make up the Federal Reserve administration. The ordinary 
work of the Board st be of the persuasive, informative, and discus- 


sional character. 


*Cf. Commercial and Financial Chronicle (Oct. 27, 1928), p. 3044. 
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Much of the work of the Board apparently has had to do with the 
organization of machinery to lessen friction between the different di- 
rectorial and executive bodies. Frequent conferences are called with 
the governors, the Federal Reserve agents, and other district officials. 
The meetings of the Federal Advisory Council offer other opportunities 
for the creation of a general sentiment. In the matter of open market 
purchases, we are informed that progress in harmonizing the activities 
of the different Reserve Banks has been attempted by the formation 
of a representative committee. There may also be available various 
devices for swinging into line Reserve Bank directorates of opposing 
judgment. Rate changes may first be announced by one influential 
Reserve Bank, thence by another, and friendly pressure later put upon 
the remaining Reserve Banks to bring their rates into harmony. In 
noting further the forces contributing to unified activity, reference 
should be made to the organization within the Federal Reserve Board 
of the division of Research and Statistics. The facilities of this divi- 
sion for gathering, analyzing, and interpreting economic data are so 
vast that, in the course of time, it is possible the various district direc- 
torates and the Federal Reserve Board will come to depend largely 
upon the findings of the same body of analysis. ‘Tact, of course, will 
require that this division be careful to refrain from making recom- 
mendations of policy, but it is something to have available a perman- 
ent body of investigation, a body moreover which may be developed to 
help co-ordinate the research activities of the various district banks. 
In view, furthermore, of the rapid changes in the Board’s membership, 
it is to be hoped that this division will accomplish something in the 
direction of providing a point of contact between Boards of different 
personnel. In this, it is particularly to be desired that the lessons 
of past experience be not forgotten. 

But despite such devices for securing harmony in operations, it 
must be admitted that the Federal Reserve administration has not 
been constituted primarily to effect prompt decisions and to hasten 
their application by the Reserve Banks. ‘The question thus arises 
whether we should condemn the system and advocate a thorough over- 
hauling of administrative machinery. ‘To this it is our opinion that a 
negative answer should be given. We already have quite as much cen- 
tralization in banking authority as appears acceptable to the Amer- 
ican people and to remodel what has been slowly and laboriously con- 
structed would undoubtedly mean the loss of much that has been ac- 
complished. The obstacles in the way of prompt and unified decision 
must be considered as a price we must pay for the continuation of our 
banking traditions. But the test of the workability of the present 
machinery must be found in the accomplishments and achievements of 
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the svstem. Accordingly, let us review first, the main currents in the 
period which begins with the summer of 1921 and closes with the in- 


+} 


dustrial reaction of spring of 1923, in the endeavor to ascertain 


whether therein the activities of the Reserve Banks were salutary or 
contributory to disaster. Account later will be taken of the more re- 
cent activities of the Reserve Banks. 

This first period may be characterized briefly as one of exceedingly 
rapid industrial recovery. The Federal Reserve Board’s index of pro- 
duction in basic industries (corrected for seasonal variations) dis- 


played an advance from less than 80 in the midsummer of 1921 (1919= 
100) to more than 120 at the close of the first quarter of 1923. Less 


than two years witnessed an improvement of more than 40 points, or 
50 per cent of the 1921 total. Other production and trade statistics 
support similar conclusions. The Harvard adjusted index of the volume 
of manufacture rose from a low of about 72 in the summer of 1921 to 
117 in April, 1923, an increase of 45 points, or a gain of 62 per cent of 


the 1921 total. The Harvard B curve, though constructed in a dis- 
similar way, presents in general a substantially identical impression 
of rapid improvement. It is roughly correct to state that this ad- 
vance was interrupted by no reverse movements of any considerable 
duration. While it is no doubt true that these indexes exaggerate the 
increase in the aggregate of industrial activity, there is no mistaking 
the general rapidity of the recovery. 

We may now inquire as to the part played by the Reserve Banks in 
providing the credit for this industrial revival. On June 30, 1921, 
the total earning assets of the reserve banks were two billion and fifty 


million dollars. Thereafter there were experienced few reversals to a 
downward swing which by July, 1922, had reduced the total to slightly 
more than one billion dollars. Following the summer of 1922, there was 


a sufficient increase to bring the total up to about one and a fifth 
billions by April, 1923. But the net result of reserve activities dur- 
ing this period of improvement was a reduction by the spring of 1923 
of about a billion dollars in earning assets. 

In the elements composing total earning assets, rather dissimilar 
trends manifested themselves. On June 30, 1921, discounted bills 
totaled one and three-fourths billions of dollars. Thenceforth, there 
was a more or less continuous decline until on September 30, 1922, a low 
for this period was reached with less than a half-billion of discounts. 
By the end of April, 1923, the reversal of this course had brought 
discounts above seven hundred millions. On the other hand, open 
market purchases of bills, municipal warrants, and United States se- 
curities followed a somewhat antithetical course. On June 30, 1921, 
they were roughly three hundred millions. As discounts declined these 
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holdings were increased until by June 30, 1922, they reached the figure 
of seven hundred and fifteen millions. Holding to about this figure 
until the close of 1922 they then began to decline until by April 30, 
1923 they had fallen to a little more than four hundred and fifty 
millions. In other words, it appears that by means of their 
purchase operations the influence of the reserve administration 
was exercised to lessen the rapidity of their withdrawal from the mar- 
ket during the months of declining discounts, while on the other hand, 
when discounts began to increase open market holdings were diminished. 
This assumption is further supported by noting the changes effected 
in discount rates in this period. In June, 1921, the average rate 
charged by the Reserve Banks on discounted bills was 6.14 per cent. 
Thereafter, the rates were so reduced as to bring the average to 4.25 
per cent in January, 1923. By April, 1923, the average rate was 4.50 
per cent. It thus appears that lower rates went along with falling 
discounts and increasing open market purchases, while higher rates were 
exacted when discount demand increased and open market purchases 
were permitted to decline. 

In relating these operatons to trade and production statistics, some 
bewilderment is at first occasioned by observing the apparently in- 
verse correlation between the demand for Reserve Bank credit and trade 
activity. The divergence between the movement of these two curves 
is too great to be explained in any large part by plotting a lag in the 
curve of bank credit relative to that typifying trade or production 
activity, by noting the shift from demand to time deposits carrying 
lower reserves, or by asserting the gradual liquidation of frozen cred- 
its in the months following the middle of 1921. But, when the figures 
of member bank advances are analyzed, it appears that funds to fi- 
nance this revival were obtained from other sources than the Reserve 
Banks. Thus, the total loans and investments of all national banks 
increased almost six hundred millions between June 30, 1921, and De- 
cember 29, 1922, while in the same period total deposits increased by 
more than two and a fifth billions of dollars. Clearly, member banks 
were gaining loaning power from some source outside the Reserve 
System. 

This external source is to be found in the immensity of gold imports. 
International trade and financial movements were such as to bring to 
this country between September 1, 1920, and December 31, 1923, net 
imports of gold exceeding one billion three hundred millions of dollars. 
This gold, in large measure deposited with Reserve Banks, enabled mem- 
ber banks to reduce greatly their borrowings from Reserve Banks, even 
though their own advances and investments were being increased. 
Reserve Banks were being driven from contact with the market, and 
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vance in prices. Finally, reports were more or less unanimous that 
business sentiment was not becoming unduly optimistic, that it was 
mindful of the lessons of 1920 and was unwilling to engage in extensive 
forward buying or to permit the accumulation of excessive inventories. 

As to whether it was necessary for the Reserve Banks to engage 
in such extensive open-market operations, there of course is ample 
ground for controversy. It is our opinion that the Reserve Banks dis- 
played too great an unwillingness to permit the reduction of their 
earning assets below the point necessary to pay expenses and meet 
dividend demands. At this time, our view was that it would have been 
preferable for them to withdraw from the market more largely and 
require trade and production to obtain such further credits as might 
be needed by the process of discounting. But there then seemed little 
ground for believing that much mischief in supplying funds for a 
violent readjustment of prices could result from the continuation of 
the purchase operations. 

In the early months of 1923, some occasion for alarm was noted 
by the Reserve Banks. Slight fears were expressed that the advance 
in production was too rapid to be sustained and that it would be de- 
sirable to test the soundness of the credit advances of the banks. At- 
tention was called to the fact that in relation to pre-war movements 
the price advance was becoming considerable. As previously noted, 
purchase operations were reduced in the early part of 1923 and in 
February the discount rates of the Reserve Banks of Boston, New 
York, and San Francisco were advanced from 4 to 4.5 per cent. 
While it is not altogether clear that this action was motivated by other 
considerations than to bring the rates at these banks into line with 
those prevailing in other districts, the decline in open market pur- 
chases furnishes some indication that it was based upon misgivings 
with respect to industry’s legitimate need for further increases in credit. 
These rate increases were the first that had been initiated in more than 
two years. Furthermore, they were virtually the first that had been un 
dertaken in the history of the reserve system which ignored considera 
tions of the sufficiency of reserve ratios. In our view, they represent 
the beginning of a real credit policy. 

Later events in the operations of Reserve Banks can be sketched 
only briefly. After the spring recession of 1923 imports of gold be 
came even larger than for the preceding year. In 1922 the net im- 
ports of gold totaled $238,000,000; in 1923 the net imports were 
$294,000,000. Not until December, 1924, was there a net outflow, 
but for the entire year of 1924 the net inflow was $258,000,000. The 
effect of these gold imports became progressively more important in 
weakening the Reserve Banks’ contact with the market. As this gold, 
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deposited with Reserve Banks, permitted member banks to lessen their 
borrowings, further imports supplied them with new reserves upon 
which credit could be based without resorting to rediscounts. More- 
over, this problem of keeping in contact with the market was increased 
by the general tendency of industrial activity to decline from the peak 
reached in the spring of 1923. With the exception of certain brief 
periods of improvement, the Board’s corrected index of production in 
basic industries declined until by the summer of 1924 it had fallen 
below the calculated normal, a net decline from the peak of 1923 of 
about 30 points. The Harvard index of the volume of manufacture 
shows a similar fall of about 30 points from the 1923 high to the 
low of 1924. 

While it would not be expected that the demand for reserve credit 
would sharply decline immediately after the spring of 1923, such an 
outcome was sooner or later inevtiable. It is not surprising, there- 
fore, that, despite a gradual reduction of discount rates from 4.5 
per cent at all reserve banks in the early months of 1923 to a range 
of from 3 to 4 per cent in 1924, discount demand should weaken 
greatly. Holding up well until the close of 1923, total bills discounted 
fell between five and six hundred millions of dollars before the late fall 
of 1924. 

The Reserve administration was thus again compelled to chose be- 
tween losing contact with the market and increasing its open market 
holdings. While total earning assets were permitted to fall from the 
one and a fifth billions reached in the spring of 1923 to about eight 
hundred millions in the summer of 1924, the evidence points to the 
firm desire to avoid loss of contact with the money market. The figures 
seem to show that total purchases were kept as high as could be with- 
out reducing discounts to an insignificant figure. This interpretation 
agrees in general with statements advanced in the Annual Report of 
the Federal Reserve Board for 1924. 

With respect to that part of the policy which has to do with the 
decline in discounts rates, we have little disposition to quarrel. It 
appears to us that this was a period when it would have made rela- 
tively little difference what rates were exacted. The general hesitancy 
in business and the lack of the spirit of speculation demanded no im- 
position of a money rate check. There may also be some truth in the 
assertion that the lower the figure to which rates were got in these 
months the better, since subsequent advances, which might later be 
necessary, could be the more rapid if they began at a low point. But 
the policy of continuing extensive open market purchases in this 
period may properly be called into question. 

The general attitude of the Reserve administration is possibly ex- 


J 

t 

t 

Ss 
( 


be- 


rket 
the 
ight 
the 
ures 
ith- 
tion 
t of 
the 
It 
ela- 
ney 
im- 
the 
hese 
> be 
But 
this 


ex- 


The Recent Work of the Federal Reserve Administration 311 


pressed by the following statement in the report of the Board for the 
year 1924 

“By these purchases the reserve banks placed themselves in a position, 
through the subsequent sale of securities, in case it should become desirable, 
to cause member banks to discount and to bring a larger part of the out- 
standing reserve bank credit under the influence of the discount rate.” 

To us it appears that no such result could be anticipated with any 
high degree of confidence. If the funds thus disbursed should become 
redundant, if in other words the average rapidity of circulation of the 
dollar was to be permitted to fall, member banks would be in a posi- 
tion later to act independently of the reserve banks in supplying in- 
creasing credits without recourse to rediscounting. A more rapid 
circulation of money or a more intensive utilization of member bank 
resources would make less necessary, at a later date, extensive dis- 
counting. Clearly, unless this policy was to prove futile, the reserve 
advances must be absorbed somewhere. If not in rising prices, or 
proportionately in enlarged production, where? In reply to this 
query, there was occasionally advanced the unofficial statement that the 
securities’ market would absorb an enormous quantity of funds, and 
that security buyers could be expected to assume whatever risks the 
later withdrawal of these funds might create. 

If this were the thought of the Reserve administration, it is our 
desire to attack it vigorously. We do not believe that the securities’ 
market can be regarded as an independent reservoir into which a large 
volume of funds can be conveniently poured without incurring the 
danger of weakening the general financial structure. The types of 
securities purchased by the Reserve Banks are precisely the types that 
banks acquire in their investments of surplus funds. Their pressure 
would be exerted immediately, and we believe with right, if later ex- 
tensive sales should appear to restrict the market for these holdings. 
It furthermore is no doubt true that investment sentiment is to an 
enormous extent manufactured in New York City. This sentiment is 
continuously conveyed in trade operations to the rest of the country, 
and in this center a large number of financial services are prepared and 
circulated. 'The New York promotion profession is normally capable 
of devising all sorts of new offerings for distribution to the rest of the 
country, provided the funds seem available. Easy money is tremen- 
dously important in encouraging such activities. In other words, it 
appears that the policy of the Reserve Banks in these months was to 
assist Wall Street in rigging the market for a campaign of “distri- 
bution.” A reversal of purchase operations by the Reserve Banks 
must create tremendous opposition and render difficult the later adop- 
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tion of such res easures as changed financial conditions might 
require. 

We, according do not believe that in Federal Reserve circles 
there would be a tion to quarrel with this conclusion. Rather, 
the underlyin for these extensive purchases must be of an- 
other charact [t very likely must be found in the desire of the 
Reserve Banks ¢ sufficient earnings to meet expense and dividend 
requirements. P bly, the Board was less inclined to admit this 
explanation tl e individual reserve directorates, but found it 
difficult to con. the district managements, more directly concerned 
with the earnings’ question. Furthermore, reliance may have been 
placed in the hope that later events would soften the problem of main- 
taining market contact and that if so it would be better to avoid 
incurring the ut tifiable criticisms which ill-informed critics of the 
reserve system would e an account of the failure to earn dividends. 
The upward secular trend of industry’s credit demands, and the an- 
ticipated outflow d, which as a matter of fact did take place each 
month from December, 1924, to June, 1925, and thereby reverse the 
former movement, may have been relied upon in the decision to wait 
and hope for less difficult problems in the future and not raise the 
earnings’ quest 

This explanation, if an accurate expression of the administration’s 
thought, seems of doubtful logic. If contact with the market could be 
expected to be 1 | later by the force of future gold withdrawals 
and growing t1 demands, temporary losses in earnings could be 

*Since the open market purchases complained of were those taking place in a 
period of falling credit demands by business, I do not see how the motive could lie 
in the internation tuat I take it for granted that the Reserve administration 
was not desirous g so far as to encourage domestic price inflation, but did 
hope for relatively low discount rates here in order to shift international borrowing 
from centers feeling the strain incident to the attempts to stabilize the gold values 
of their currencies. | cal movements and the inflow of gold were working toward 
lower rates here anyway, and it is doubtful if the extra funds poured into the 
market by the section fourteen could have much permanent effect in reducing money 
rates here. To the extent at least that these funds were absorbed in speculative 
ictivities, which might not otherwise have been undertaken, the lowering of money 
rates was not encouraged. At any rate, in the endeavor to assist in the stabilization 
of foreign currencies, it would be piling it on a little thick to unload hundreds of 
millions of dollars of unneeded funds in the domestic market in the hope that in 
some indirect manner a sinall portion would reach Europe. To the extent that our 


funds were desired by European central banks, direct purchases of a much smaller 
amount of foreign bills by the reserve banks would seem to be more efficacious, 


and in so far as foreign business corporations required the funds the proper 
method would seem to lie in the encouragement of foreign offerings to our investors. 
These remarks wou »9t apply to a situation in which money rates tended to be 
higher here than abroad. But my attack has to do with the period following the 
spring of 1923, and, moreover, is concerned with the reserve banks’ open market 
purchases only. It has nothing to say about low rates on rediscounts, the demand 
for which might or might not have been considerably larger if open market pur- 
chases had been of smaller volume. The way to have found out would have been 


to cut down the amou purchased bills and observe the ensuing discount demand. 
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withstood. It would seem to have been far wiser to depend upon the 
surplus earned in the past, or even to pile up a deficit, than to con 
tinue the program of saturating the stock and bond market with easy 
funds. 

With this partly adverse criticism of recent Federal Reserve policy, 
we may now raise the final question whether extensive changes in th 
Federal Reserve machinery should be demanded? Should such radical 
measures be supported as would remove from Reserve Banks to mem 
ber banks a portion of their legal reserve moneys, and furthermore 
prohibit the issuance of Federal Reserve notes except against thi 
collateral of commercial paper. To the questions raised by thes: 
proposals to limit the power of the Reserve Banks to expand currency 
and credit, only brief attention can here be devoted. In behalf of this 
proposal, there is the strong presumptive argument that it is not wise 
to grant great power of expansion to a machine the control of which 
is rendered so difficult by the diffusion of authority between different 
directorial bodies. As earlier argued, our traditions are hostile to 
any great centralization of financial control. It therefore seems 
reasonable to insist that present powers of currency expansion be cur- 
tailed. Such power, without more highly centralized control, seems 
dangerous. But, on the other hand, there is much to fear in these 
proposals. 

Extensive alterations in machinery must have the effect of causing 
the loss of much that has been learned in past experience. Lessons 
of the past become less clear, the application of principles more diffi 
cult, when comparisons no longer apply so directly. Policies, that 
seemed correct at one period, would be less likely to be applicabl 
another. Future improvement can best be expected by leaving the 
machinery substantially as it is and by proceeding in the task of de 
veloping a spirit of such fair criticism as will render it easier to base 
discount decisions upon the scientific analysis of trade and production 
requirements. Despite the apparently frequent subordination of eco- 
nomic judgment, hope should not yet be abandoned that the policy of 
reserve control, as enunciated in the report of the Federal Reserve 
Board for 1923, can be rendered effective. 

With respect to the economic validity of this pronouncement, there 
must of course be much difference of opinion in scientific circles. In 
our view, the development of the underlying thought is, in general, 
sound, and until our knowledge of trade fluctuations improves ther« 
does not seem adequate argument to warrant its rejection. In par- 
ticular, we commend the refusal of the reserve administration to ac 
cept as the dominant principle the commonly voiced suggestion that 
reserve rates be kept normally above the market. As frequently 
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pointed out, in our market there is no single rate. Wide differences 
exist between the commercial paper, the bank acceptance, and 
general line-of-credit rates. It is the latter which are the most im- 
portant in supplying the requirements of industry and commerce, and 
these rates undergo relatively infrequent change. Tightness in this 
market is more often represented by refusals to make loans than by in- 
crease of rates. ‘To follow such a rate would give relatively little in- 
dication of the period when production and trade require the re- 
straining influence of dearer credit. Furthermore, rates of member 
banks and rates of reserve banks are two different prices. There js 
no necessary connection between them. It cannot be asserted that it 
is normally necessary for there to be any fixed margin between them 
to render extensive rediscounting unattractive. Final solution can 
only be achieved by endeavoring to relate credit expansion more closely 
to the normal increase in production. 

Neither do we quarrel with this pronouncement in its refusal to 
make price stability the ultimate test. To attempt this would be to 
aspire to the impossible, and if the price level could be controlled by 
reserve activities, special factions would continuously impose excessive 
pressure upon the Federal Reserve administration. Various geographi- 
cal sections and special industrial groups would always assert that the 
prices of their products are too low, and that their increase should 
be attempted by Reserve Bank activities. On the other hand, pro- 
duction indexes are constructed on the basis of aggregating the coun- 
try’s total. Their utilization could not be so easily interpreted as 
applying to the situation in individual industries and geographical 
sections. 

But while we desire to repose confidence in the proposal to rely upon 
the disclosures of production indexes, we must not overlook the many 
opportunities they afford of mistaken interpretation. Too frequently 
the explanation runs merely in terms of maximizing production during 
the current period of time. But since advancing prices have such a 
stimulating effect upon trade activity (according to Professor Fisher, 
price changes explain almost the whole of trade fluctuations) such a 
policy would often seem to demand easy money until the peak of the 
boom stage has been closely approached. Advancing prices, by en- 
couraging the speculative spirit, also lead toward the excessive ac- 
cumulation of inventories. Furthermore, we have too often been pro- 
vided with the explanation that the time to put a stop to credit ex- 
pansion is when the limit of output, in a physical sense, has been 
reached. While few would disagree with its direct statement, it is a 
dangerous formulation which would convey to the careless critic the 
impression that a credit check is not necessary until the maximum 
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physical output has been reached. In many periods, long before any 
clearly discernible limit has been reached to our powers to increase 
production in a physical sense, production may develop so rapidly as 
to necessitate its later violent reaction. The curve of production may 
merely increase at a faster rate than consumption demand can be ex- 
pected to develop, and result in the accumulation of excessive stocks. 
Even if related properly to consumption demand, it may progress at 
a rate too rapid to be long sustained. In all this we admit that it is 
no ideal solution which may demand a credit check upon production 
while consumers’ wants are unsatisfied. But the Federal Reserve Sys- 
tem was not established in the hope and for the purpose of developing 
an automatic and continuous equilibrium between production and 
consumers’ demand. That far-reaching achievement must be other- 
wise attempted. 

Closer inspection of the Reserve Board’s explanations of individual 
situations indicates, however, some recognition of the danger that these 
various maladjustments may interrupt the course of business. Signif- 
icance should here be attached to the attention devoted in current 
issues of the Bulletin to stock and inventory accumulations, and to 
various statistics related to consumption demand, such as employment 
figures, and department store and mail order sales. In the pronounce- 
ment of 1923 itself, although the emphasis is not to our liking, there 
is to be found acceptance of the significance of these factors. Now 
that the problem of maintaining contact with the market is tending to 
become less acute, we may expect further progress in developing a dis- 
count policy more in accord with the general spirit of the 1923 pro- 
nouncement. The help that can be rendered by economists is to criti- 
cize sharply any activities that do not seem to be in harmony with this 
policy, to insist that there be more complete explanations of the 
reasons for Reserve Bank activities, and to demand that the Federal 
Reserve Board be composed more largely of men capable of appre- 
ciating the significance of this type of analysis. To us, this em- 
phasis seems so vital that we do not believe interest should be diverted 
to problems of remodeling the mechanism of the Reserve System. 


INTERNATIONAL ASPECTS OF FEDERAL RESERVE POLICY 


By H. A. E. CHANDLER 


\ York City 

During the last tv three years some rather extraordinary develop- 
ments in the credit situation have directed attention to Federal Reserve 
policy, and have ra {1 doubt in the minds of some as to the wisdom of 
recent action. The 1 levelopments that have given rise to these 
doubts are as follows 

Bv the middle of edness of member banks to th 
Reserve System, the repa t of which had absorbed most of the inflowing 
gold for the previous p 1, was largely paid off. Throughout 19238 and 
the greater part of 1924 gold continued to flow into the country in large 
volume. Early in 1924 ney rates began to fall rapidly and by the middle 
of the summer comm<e paper rates had dropped to a level which had 
seldom been reached r the previous twenty years, and New York 
market rates fell bs London rates 

During the last two years reserve rates in principal money centers have 
been maintained at low vels The New York Reserve Bank rate was 
reduced during 1924 ssively from 414 to 4, to 314, and finally in the 
late summer to 3 per cent. As a result of these reductions the deposit 
rates of New York c rcial banks which had been regulated by the 
Reserve Bank rate dropped to a point that threatened to disturb the deposit 
relations with corré pondent banks and the Clearing House banks felt 
compelled to amend the r governing these rates and to make maximum 
deposit rate chang il t to action by the Clearing House Committee. 

During 1924 the R system through its open market operations in 
United States secur placed in the market more than four hundred 
millions of dollars, and ile the tangible effects of these operations upon 
the volume of funds rket was largely offset during the middle of 
the year by the reduct member bank borrowings and in volume of bills 
bought, the net influes vas believed to be in the direction of easier money. 

The purpose for w 1 large amount of the new credit made available 
by member banks, has n used, during and following this period of easy 
money, has to some off | further reason for questioning the wisdom of 
our credit policy. F1 june, 1924, to June, 1925, loans and discounts 
of reporting member banks in leading cities expanded over one billion 
dollars, actual increases in commercial loans during this period being only 
12 per cent of the total, the remaining 88 per cent being loans on securities. 
Reporting member banks’ investments increased close to $700,000,000; 
and brokers’ loans reached a high peak. 


Contemporaneously with this use of commercial bank funds for non- 
commercial purposes has appeared a speculative spirit in some branches of 
business. The biggest construction boom in our history has_ recently 
threatened to outrun the reasonable needs of the community. Some aspects 
of the real estate boom have been unparalleled by any similar activity in 
many years. A number of branches of business are rapidly enlarging 
their sales of goods upon the installment plan without any clear vision as 
to what the outcome of the general movement may be. We are in the 
midst of one of the most spectacular stock market movements in our history 


ey 
r¢ 
ra 
re 
R 
ql 
if 
tl 
A 
in 
al 
I 
} 
a 
st 
ct 
| 
Ww 
b 
a 
iz 
f 
d 
e 
r 
a 
t! 
a 
Tr 
c 
0 
I 
t 


International Aspects of Federal Reserve Policy 317 


and participation in stock market speculation is perhaps more general than 
ever before. 

During all this period Reserve Bank rates in Eastern money centers have 
remained low. Not until last month did Boston, Philadelphia, and Cleveland 
raise their rates and then only to 4 per cent. The New York rate still 
remains at 314 per cent.’ 

Now these are the facts that have raised questions as to the wisdom of 
teserve Bank action (or as some have considered it, inaction), of the last 
two vears. As economists, our interest in these facts is not confined to the 
question of whether recent action has been all that should have been expected 
of the Reserve System. Our interest is more largely in the problem of long 
time reserve policy and its relation to the maintenance of sound credit 
conditions in the future; and it is the bearing which these and other facts 
taken together with recent Reserve Bank action have upon our long time 
credit problem that I have chosen to discuss this morning. Before we are 
in position to discuss this problem, however, it is necessary that we fully 
appreciate the extraordinary situation that has faced the Reserve System, 
and that to a considerable degree has indicated and today indicates the 
direction which reserve policy should take. 

At no time up to the middle of 1922 was the opportunity offered to con- 
struct a reserve policy with a view to normal business needs. At that time 
considerable evidence was appearing that American business was returning 
to normal. 

Unfortunately, however, the credit situation was wholly extraordinary. 
The very readjustment that had made it possible for the member banks to 
wipe out most of their indebtedness to the Reserve System offered a possi 
bility for new credit disturbances. Gold continued to flow in in large volume 
and since member bank indebtedness no longer served as a means of neutral- 
izing the effect of incoming gold, the outlook for credit stability was far 
from assuring. 

Now, the central reserve banking theory generally accepted at the time 
of the formulation of our Reserve System presupposed a fairly normal 
situation with respect to world trade movements and with respect to the 
distribution of the world’s gold monetary stocks. To an assembly of 
economists it is unnecessary to explain the operation of the old central 
reserve banking system or the extent to which the disruption of Europe 
after 1913 had destroyed the basic economic and financial conditions upon 
which the old theory of credit control rested. It is sufficient to point out 
that the outstanding fact in the situation was that we were operating under 
a reserve banking system devised to function under conditions in important 
respects radically different from the existing conditions. Under these 
changed conditions did there still reside in the Reserve System sufficient 
power to prevent serious credit disturbances in the future? 

There is no question that there still resided in the Reserve System a very 
great power. The possession of gold reserves in an amount far in excess 
of that ever before concentrated in the hands of a banking system, gave the 
Reserve System a kind of power never before possessed in like degree by 
the reserve banking system of any country. This power, however, was 
mostly one-sided. It was a power to expand credit—not to contract it. 


*Early in January the New York rate was raised to 4 per cent. 
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In the ordinary credit channels there already existed an ample supply of 
credit. The real problem, therefore, was—could the Reserve System re 
strict the use of credit when the occasion required? 

The extent to which the Reserve System during the last three years has 
possessed power to control and actually has controlled the credit situation 
has, in my opinion, been exaggerated. ‘There is no question that during 
this period the Reserve System exercised a stabilizing influence. However, 
the assumption that the stability of commodity prices and the fairly con- 


servative character of business operations in general in 1923 and 1924 were 
due principally to certain Reserve Bank actions which preceded or coincided 
with the checking of rising prices and of business expansion, I think, 
overlooks the main point; namely, that such stability was made possible 
primarily by the extraordinary psychological condition of the commercial 
banking business, and consuming world. As I have explained in a previous 
paper, the existence of a large degree of stability during this period, | 
believe, is no test of the power residing in the Reserve System at a time 
when a country already possesses or is receiving large amounts of excess 


reserves. 

Now at the time when present reserve policy apparently was being 
formulated the possibility of future credit control depended upon three 
things: 

(1) Whether as a result of gold previously imported there existed in the 
broader commercial credit structure potentialities for disturbing credit. 

(2) If not, whether there existed in the excess reserves in Reserve Banks 
dangers of future inflation 

(3) What would happen if gold continued to flow in? 

Whether inthe broader commercial credit structure there existed 
potentialities for the disturbance of price levels or for unhealthy speculative 
movements without further resort to the Reserve System is a question which 
no one has satisfactorily answered 

Again the assumption that the Reserve Banks could prevent the use of 
additional reserve credit while in possession of vast amounts of excess gold 
lying idle in the vaults was certainly open to some doubt. Even if in the 
reserves already in the country there existed no potentialities for further 
price disturbances the outlook for gold movements rendered the future 
uncertain. 

The existence of the huge intergovernmental obligations and other factors 
rendered the question of ordinary gold movement to some European 
countries in response to trade movements uncertain. Again, the attitude 
of some central banks with respect to the use of foreign exchange balances 
in place of gold raised considerable question as to how much gold would be 
purchased or retained by these banks in the future. The net of it all is that 
at the time when present reserve policy was being formulated there could 
be had no reasonable assurance either as to the direction or volume of gold 
movements, or as to whether there still resided in the Reserve System 
sufficient power to prevent unsound credit developments in the future. 

Under these conditions what policy should the Reserve System have 
followed? ‘Three theoretical possibilities were open: (1) the Reserve 
System could limit its efforts to the attempt to handle each new situation as 


‘ 


it arose by the utilization of rediscount rate adjustments, open market 
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operations, and other possible adjustments within existing powers, in the 
hope that difficult credit conditions could be temporarily met until develop- 
ments in Europe should eventually relieve us of excess gold; (2) the Reserve 
Act could be altered so as to give Reserve Banks power to sterilize the excess 
gold; (3) assistance which would hasten the restoration of the gold standard 
in Europe could be given. 

The first course would have been indefensible. So long as member banks 
were heavily in debt to the Reserve System and continued to use all incoming 
gold for repayment, it was possible to exercise influence by these means. 
But once the indebtedness was practically paid off the potency of these 
means must diminish. The central fact in the recent situation was the 
existence of a large excess of funds and the possibility of a considerable 
augmentation of these funds in the future. No combination of open market 
operations and discount rate readjustments could have succeeded for any 
length of time in preventing easy money when investors and banks were 
seeking means for employing excess funds. Any successful attempt 
temporarily to raise money rates here must have resulted in holding funds 
here that otherwise would have gone abroad and in the end we should have 
had a greater plethora of money which sooner or later must have exerted 
its inflationary tendency. 

The second course offered a possible means of meeting the situation. 
During the last few years several methods of maintaining reasonable 
stability without depending upon the old automatic system have been pro- 
posed. One proposal was to give the Reserve System power to change the 
reserve ratios of member banks at will. Unquestionably such power would 
have enabled the system effectively to sterilize excess gold but the sug- 
gestion was so revolutionary that its adoption was out of the question. 
There were other ways by which definite amounts of excess gold could be 
rendered unavailable for use as a basis for credit extension. These plans 
either involved new legislation which it was inadvisable to undertake or 
involved actions under existing powers which once effected would so tie 
up the gold as to render it difficult to release it readily when international 
finance or trade movements should call for exportation of gold. 

The third course was for the time being to make the most of whatever 
tangible or psychological influence remained in rediscount rate adjustments 
and open market operations at such times as they appeared to be most 
needed and promised to be most effective, but actively to co-operate with 
Europe in its efforts to return to sound monetary conditions, and thus to 
hasten the restoration of the gold standard, to check the gold inflow and to 
initiate the return flow of gold. 

As among these three courses I think it is not difficult to decide which 
promised to meet our credit needs of the future. The first, as I have said, 
was indefensible. The second was possible, although difficult, and at best 
could be looked upon as only a temporary makeshift until the time 
should come when other nations could return to the gold standard. The 
third was the end toward which reserve policy must eventually work. The 
practicability of this plan, however, depended upon European developments 
over which, of course, we had very little control. The carrying out of the 
third policy, therefore, for a time necessarily waited upon Europe. 

Fortunately the developments in the European situation which were 
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coming to a head some eighteen or twenty months ago finally opened up 
possibilities for the restoration of sound monetary conditions in a large 
part of Europe. In the opinion of many, the opportune moment for 
initiating movements necessary to this restoration had arrived and if the 
restoration were postponed a similarly favorable opportunity might not 
again be offered for some time 

The stabilization of European currencies and the restoration of the gold 
standard, as well as the improvement of international trade, which was 
necessary to maintain the gold standard once it was adopted, required 
large financial assistance from this country. Whatever present judgment 
may be, I think that the final judgment will be that here was offered a 
great opportunity to be of service to the world and to bring much benefit 
in the long run to the United States. 


But how could this assistance be given? Proposals which involved the 
lending of the excess reserves lying idle in the Reserve System to Europe 
had been made. If these funds could be lent directly to European central 


banks the strengthened reserves of these banks would assist in stabilizing 
the currency, and through rediscounting operations by these central banks 
credit could be extended to European commercial banks and thus to industry. 
The Reserve System possessed the power to lend these funds but it is now 
clear that such lending as appeared practicable must have fallen short of 
meeting the situation. 

The most feasible plan was, while lending such direct assistance as was 
practicable, to maintain or establish so far as possible conditions which 


would induce American banks and investors to leave undisturbed credits 
already extended to Europe and to place more of available funds at the 
disposal of European governments, banks, and industries. The principal 


means of accomplishing this end was to contribute to the maintenance of 
interest rates at comparatively low levels in this country. 

But it was not enough that interest rates should remain low during the 
period when the initial steps were being taken. The process of reéstab- 
lishing European currencies promised to extend over a considerable period. 


If after stabilization plans were under way interest rates in this country 
should rise sufficiently to cause a reversal of the flow of funds a serious 
crisis in Europe might follow and currency reform in some countries suffer 
a definite setback 

These, then, are the facts which I think must have been fundamental in 
the formulation of recent Reserve Bank policy and which throw some light 


upon the credit situation set forth in the introductory paragraphs of this 
paper. 


The recent developments in the international credit situation so far as 
our contribution is concerned are familiar to most of us. The Federal 
Reserve System has lent direct assistance to some European Central Banks. 
Considerable progress has been made in the working out of helpful under- 


standings between American and some European reserve banks. American 
commercial and other banks and investors have extended large credits to 
Europe. Great Britain has been assisted in the return to the gold 
standard and numerous other countries have been able to take preliminary 
or final steps toward stabilization of currencies and the return to the gold 
standard; and, it must not be forgotten, that the large gold influx into this 
country has been checked, that an important net outflow occurred during 
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the present year, and that the outlook for gold movements, although still un- 
certain, does not carry with it the menace of two years ago. There exists 
no doubt that recent Federal Reserve policy has been one of the important 
contributing factors to these accomplishments. 

Now, what may be said as to the future? Whatever our opinions as to 
future gold movements, I think we shall agree that the direction and volume 
will depend in no small measure upon the outcome of European developments 
now under way. Much must still be accomplished in Europe before present 
program for the return to the gold standard in several countries can be 
completed and indeed before the final success of recently effected stability 
in other countries can be entirely assured. 

In a certain sense the crux of the European credit situation is London. 
The British still have important problems to work out. London is still 
dependent upon us. The Continent is dependent both upon London and 
upon us. A credit movement that would seriously affect London would be 
reflected on the Continent. To a larger degree than is generally appre 
ciated the European financial situation is directly or indirectly dependent 
upon the credit operations of the United States. Fully to appreciate the 
extent of this dependence it is necessary to review some of the extraordinary 
factors in the present European credit situation. 

One of these factors is the situation with respect to central bank reserves 
of some Continental countries. The reserves of several countries are to- 
day composed much more largely of foreign exchange holdings and foreign 
balances held abroad than of gold. Part of the reserves not held in the 
form of foreign bills or foreign balances originated from credits, some of 
the short-time loans granted by America to the banks and business concerns 
of these countries. Bills arising from these credits are frequently redis- 
counted with the central banks with the result that the reserves of the banks 
are augmented, and working capital for domestic and foreign business is 
temporarily obtained by business concerns. To the extent that reserves 
arise in this manner they lack the stability of the pre-war gold reserves. 
The latter might be reduced by unfavorable changes in the balance of pay 
ments but the post-war reserves so far as they rest upon short-time credits 
are more or less subject to call, irrespective of economic conditions, when- 
ever foreign lenders wish to terminate maturing credits. The danger of 
depending too much upon these reserves is recognized by those in charge 
of the European central banks. This situation had led in some cases to the 
practical segregation of part of the foreign exchange holdings which are 
either held as secret reserves or not included in the reserve statement 
proper. It is impossible to estimate the proportions of central bank re- 
serves that have arisen from short-time credits. Recent developments have 
tended to decrease the importance of reserves resting upon these credits. 
In some countries little importance is ascribed to these reserves, but in 
others apprehension clearly exists. 

Another aspect of the same problem is the relation of these foreign 
balances to the stability of the exchanges. In part of Europe the degree 
of readjustment necessary to assure a sound balance of payments is not yet 
accomplished. Germany, Italy, Austria, Hungary, Poland, all have 
important balance of payment problems. 

In Hungary, for example, where the balance of payments is so largely 


affected by crops a possible combination of poor crops and other adverse 
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developments might cause a serious reduction of the foreign exchange re- 
serves. We know that happened in Czechoslovakia two years ago. More 
than 60 per cent of the foreign accounts receivable were wiped out in less 


than a vear. Part of t reduction was probably due to some exportation 
of capital but it also si s probable that part of it was due to the reduction 
in merchandise export surplus which appears to be necessary to balance 


net invisible items 

We know what has happened in Poland this last year. A bad harvest 
in 1924, plus the developments in the Upper Silesian problem this spring, 
and other factors unfavorably affecting the balance of trade, have been 
followed by the reduction of her bank reserves by about one-half and the 
stabilization of Poland has for the time being become a grave question. 
We also know the threatening character of the merchandise trade balanc 
of Italy this last winter and spring and of Germany this year (1925). 

Few of the former Continental belligerents have re ached the place in their 
recovery where they can be sure of maintaining the soundness of the cur- 


rency and the stability of the exchange without resting heavily upon for- 
eign exchange balances 

The third factor is the present dependence of commercial banks and busi- 
ness in several countries upon America for current working funds. The 
resources of leading commercial banks in several European countries were 
markedly reduced during the post-war period. In some countries a large 
percentage of the capital was wiped out and the remainder was to a con- 
siderable extent invested in nonliquid assets. The reduction of deposits of 
some of the larger banks by amounts ranging from 50 to 80 per cent of the 


pre-war, still further reduced available funds for financing business. Dur- 
ing the last several years the funds of some of these banks have been aug- 
mented directly or indirectly by credits from this country but notwithstand- 
ing this assistance money is still tight and interest rates abnormally high. 
In several countries an unusually large percentage of the deposits are 
foreign currency deposits, and in some cases the liquidity of the banking 
situation is to a considerable extent dependent directly or indirectly upon 
American credits, susceptible of withdrawal in short periods of time. 
Another aspect of the same problem is the unusual extent to which busi- 
ness in parts of Europe has become dependent upon short-time funds for 


working capital. The wiping out of the working capital as a result of 
inflation required many industrial concerns upon the stabilization of the 


currency to finance working capital needs by short-time borrowings, part 
of which have been effected in London and in the United States in the last 
two years. The difficulties that may arise from meeting too much of per- 
manent working capital needs by short-time borrowings have been disclosed 
in Germany, Austria, Poland. It is, of course, understood that industries 
which are unable rapidly to replenish working capital from savings, or to 
borrow it for longer periods at home, will as soon as possible fund these 
floating debts by issuing long-term foreign loans. In fact, this has al- 
ready been done to some extent.. To maintain stable conditions while the 
funding of loans is gradually being completed, it is necessary that nothing 
occur to diminish confidence in the European credit situation. 


Now these extraordinary aspects are of course but a passing phase of 


*Most recent 
being made. 
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the readjustment now going on in Europe. They have by no means been 
general. In countries where one or more of these conditions has prevailed 
progress is being made in restoring the credit situation to a sounder basis. 
What is required at present is that the outside support which is greatly 
aiding in this progress should not be withdrawn. 

It is not sufficient that present funds remain in Europe. Reviving busi- 
ness will produce some working capital but if business is to go forward at 
a satisfactory rate the needs for new capital will for the time being outrun 
the accumulation of capital. It is true that in general capital savings are 
increasing and some countries are once more lending abroad but further 
European recovery depends partly upon a larger use of American funds. 
In short, American capital and credit is today and must for the near fu- 
ture, at least, remain an important if not dominating factor in European 
credit problems. 

In summary, my opinion with respect to recent and future reserve policy 
is as follows: 

Some of the speculative aspects of the business situation alluded to at 
the beginning of this paper are unfortunate and should have been prevented 
were it practicable to do so. These developments resulted in part from 
too easy money. Once these developments were under way no one could 
tell where they would stop or how far the contagious speculative spirit 
might spread to other branches of business. Had the Reserve System pos- 
sessed sufficient power assuredly to prevent serious credit disturbances in 
the future and had it been confronted with no more important problems than 
those involved in recent speculative activity, it seems clear that many months 
ago it should have taken definite action in the direction of tighter credit 
conditions. 

Several considerations, however, raise grave doubts as to the wisdom 
of attempting to follow such a course at that time. Such power as the Re- 
serve System still retained to restrain credit was likely to diminish as ex- 
cess gold continued to come in. Had the reserve banks attempted to raise 
rates and had they been successful the plethora of money already existing 
would have been increased and the problem made more difficult. Our in- 
terest in the revival of Europe, both from the trade and price stability point 
of view, was very large. The only satisfactory solution for our credit 
problems was the return of Europe to the gold standard. The policy 
adopted by the Reserve System was the one best calculated to aid in the ac- 
complishment of this end. Federal Reserve assistance and other American 
financial assistance have contributed greatly to the readjustment now under 
way in Europe. However, this readjustment is not completed. The success- 
ful completion depends upon continued American assistance and this in- 
volved continued co-operation on the part of the Federal Reserve System. 

We are under no commitments to continue to support the European pro- 
gram and in the minds of some we are under no moral obligations. I can- 
not entirely agree with the latter. In any case, our broader business in- 
terest in the completion of the program now under way in Europe is so large 
that it would be folly not to continue such co-operation. Again there are 
strong reasons why the future of the gold standard and the utilization of 
gold by Europe and, therefore, the value of gold and the stability of our 
price level depend upon the extent of Federal Reserve co-operation with 
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Europe. Such co-operation must necessarily continue to be an important 


part of Federal Reserve 
And this leads us to the question which has so frequently been raised in 


4 


the last five months; namely, in formulating reserve policy, how much 
weight should American Reserve Banks give respectively to domestic and 
foreign factors? This is a question which I think no one can answer in 
advance. We are dealing with an extraordinary situation. Our Reserv: 
Bank practice must be adjusted in the light of events as they develop. The 
best that we can do in tl mmediate future is to steer the clearest course 
possible between the short-time needs of the American market and the long 
time needs of both Europe and America, the satisfaction of the latter two 
of which to a consideral legree depends upon the carrying out of tl! 


programs of stabilization whicl now going forward at a gratifying rate, 


In short, definit 1 pr 
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| ! System has been relieved of the fa 


gress in Europe is clearly under way 
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FEDERAL RESERVE POLICIES—DISCUSSION 


B. H. Beckuart.—One of the most significant features of the addresses 
this morning has been the importance ascribed to the réle which the Reserve 
Banks should and can play in the economic and financial organization 
of society. It was implied in the first address that the Reserve Banks were 
designed and are expected to so formulate their credit policies as to re- 
duce the amplitude in the cycle and thus to bring a measure of stability 
in the economic life of the country. The second speaker laid emphasis on 
the very important services rendered by the Reserve Banks in the financial 
and monetary reconstruction of Europe. The theories which have been ex- 
pressed relative to the functions of the Reserve Banks are far in advance of 
those theories regarding the functions of central banks prevalent before the 
war which for the most part laid stress on the issuance of an elastic currency 
and the protection of the banking reserves of the country. 

In commenting on the addresses I want first of all to reiterate Professor 
Reed's condemnation of the encroachments of the politicians on Federal 
Reserve credit policies. It is a deplorable fact that political influences 
lave played such a prominent part in the Reserve System not only as regards 
:ppointments to the Board, but even as regards the fixing ef the rat 
of rediscount. It is most unfortunate that the present administration has 
on various occasions seen fit, when a rise in the bank rate seemed imminent, 
to state that the bank rate would not be changed or that there was no 
need of a change. Judging from these public statements the administration 
seems to be a constant advocate of low discount rates which is as absurd 
and untenable as the constant advocacy of high discount rates. Rates 
of rediscount are intended to fluctuate so that through their fluctuations, 
economic conditions may be more or less stabilized. 

This brings me to the second point which involves the factors which 
should have greatest weight in fashioning and in determining reserve 
credit policies. If I am correct in my interpretation, Professor Reed would 
ascribe greatest weight to stock and inventory accumulations. These are 
of highest importance as determinants of discount policies and the Reserve 
Banks through a careful analysis of such financial statements as they re- 
ceive can do much in checking the accumulation of inventories by refusing 
to discount the paper of those firms which seem to be in an overinventoried 
condition. Not only should the Reserve Banks do this, but they should 
be so acquainted through their examination departments with the general 
character of the business of each member bank as to be in a position to 
refuse advances to those members inordinately engaged in the financing of 
speculation. 

A more significant determinant at the present time of the credit policies 
of the Reserve Banks (since the reserve ratio and the foreign exchanges 
as indexes must necessarily be ignored) is security and wholesale commodity 
price fluctuation. Fluctuations in these are more responsive to the 
underlying economic situation than inventory accumulations, and in fact 
antedate them. They indicate whether credit has expanded beyond the 
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requirements of trade and industry. Furthermore, price fluctuations, ac- 
cording to many economists, constitute one of the chief causes of the trade 
cycle. If then reserve credit policies were formulated in order to mitigate 
price fluctuations, they automatically would be formulated to reduce the 
amplitude of the trade cycle. 

The bank rate has not been adjusted to changes taking place in the 
domestic economic situation. When prices are rising, bank rate policy 
is characterized by the greatest timidity and delay even though the 
bank rate be lowered promptly enough on the downward sweep of the 
cycle. Increases in the bank rate were long delayed during both the price 
rise of 1922 and of 1924. Even at the present time the rate at the Federal 
Reserve Bank of New York rules at 314 per cent and has not been changed 
since February 27, 1925, in spite of the inflated condition of the stock 
market and in spite of the fact that it is below the rates of interest in 
every one of the money markets in New York.’ 

On the whole, sales and purchases of United States securities have been 
more closely correlated during 1924 and 1925, through the open market 
investment committee, to the changing economic situation than has the bank 
rate. Unfortunately, however, the beneficial effects of the policies followed 
in refusing to purchase additional amounts of securities or in actually 
selling securities during the last months of 1924 were largely nullified 
through the large purchases of acceptances. The Reserve Banks have not 
been able to adjust their purchases of acceptances to economic conditions 
owing to the responsibility under which they labor of supporting the dis- 
count market, a responsibility which should be assumed by the entire 
banking community. 

As Dr. Chandler has so ably indicated, the bank rate policy has been 
largely governed by the desire to assist Europe’s and particularly England’s 
return to the gold standard. The bank rate was to be held lower than the 
rate in London in order that short-term banking funds would be trans- 
ferred there and would not be drawn to New York. The fly in the oint- 
ment, however, consists in the fact that questions of political expediency 
have governed fluctuations in the British bank rate. The British rate was 
lowered on August 6, and again on October 1 of this year (1925), by 14 of 1 
per cent even though on the latter date the pound ruled at the gold export 
point. The last reduction was made presumably to appease the wrath of 
the export industries which were particularly injured by the return to 
gold, and was followed during October by exports of forty-two millions 
of dollars of gold from England to the United States. The rate then at 
the Federal Reserve Bank of New York, at the risk of domestic inflation, 
has been held lower than the British rate, which was itself held inordinately 
low in considerations of a political nature. The Reserve Banks which so 
formulated their policies as to assist England maintain the gold standard 
and to check imports of gold into the United States, found their efforts 
rewarded by imports from England of over forty millions of dollars of gold 


*The rate was raised on January 7, 1926, to 4 per cent. 
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which could have been prevented if the bank of England had raised its rate 
and sold a portion of its portfolio of securities. 

In analysing the credit policies of the Reserve Bank we are forced to 
the folowing conclusions: 

1. Their credit policies, and especially their bank rate policies, have not 
been formulated so as to combat in any adequate fashion, inflation or 
speculation, or to prevent the present inordinate concentration of funds in 
New York. 

2. They have failed to assert an effective leadership in the New York 
money markets. 

3. The fact that the present inflation in stock and real estate values 
has not spread to the commodity markets is due more to the self-restraint 
of the business community, as Dr. Chandler indicated, than to Reserve 
credit policies. 

+. That the preponderate influence for the past year on Reserve Bank 
policies has been the international monetary situation and the desire to 
assist England and various other nations to return to the gold standard. 
The bank rate in New York has been held low in order not to attract gold 
or foreign bankers’ balances, a policy which has been nullified by the rise 
in market rates, the speculative orgy on the stock exchange which has 
itself attracted foreign funds and the maintenance of an inordinately low 
bank rate in London. 

5. That the best determinant of the bank rate is security and wholesale 
commodity prices. 

6. Finally, that the Reserve Banks should as a means of credit control 
examine more carefully into and be more familiar with the general char- 
acter of the business of the member banks. 


e 
e 
e 
v 
€ 
e 
e 
il 
d 
k 
n 
n 
ot 
k 
d 
lv 
d 
ot 
18 
re 
n 
1e 
t- 
aS 

1 
rt 
of 
to 
ns 
at 
n, 
ly 
rd 
ts 
ld 


MINUTES OF THE BUSINESS MEETINGS OF THE AMERICAN 
ECONOMIC ASSOCIATION HELD AT NEW YORK, 
DECEMBER 28-31, 1925. 


The first business meeting of the American Economic Association was 
held at the Hotel Pennsylvania, New York, December 29, 1925, at 9.30 
a.M., President Young, presiding. 

The minutes of the December 31, 1924, meeting were read and approved 

Reports were read by the following and adopted: 

(1) ‘The Secretary, by Mr. Deibler. 

e. The Treasurer, by Mr. Deibler 

(3) The Auditing Committee, by Mr. Deibler for Chairman E. L 
Kohler. 

+ The Managing Editor,’ by Mr. Dewey. 


(5 The Joint Census Advisory Committee, by President Young. 
(6 From the National Council of Social Studies. It was voted that 
our representative on this Council be reappointed. 


(7) Professor Secrist report d for the representatives of the American 
Economic Association on the Social Science Research Council: 

First, for record on matters referred to the Social Science Research 
Council (a) that action on the establishment of an honorary society in the 
social sciences be deferred; (b) that “it is believed that the constituent 
associations should act only in concert in dealing with the American Asso 
ciation for the Advancement of Science and that the relation of the Social 
Sciences to the Association for the Advancement of Science should be mad: 
the matter of further study by the Social Science Research Council and its 
constituent members 

Second, on the work of the Social Science Research Council, a common 
report was prepared by this Council and presented to each of the asso 
ciated associations 

It was moved by Professor Page and carried, that this report, as well 
as the report from the representatives on the American Council of Learned 
Societies, be received and the Secretary of the Association be instructed to 
publish such portions of each report as he thinks wise." 

Professor Seligman reported on the project for the publication of an 
Encyclopedia of Social Science It was voted that this report be re 
ceived and the resolutions proposed therein be referred to the Executive 
Committee." 

Professor Taussig reported for the Committee on Honorary Members, 


recommending that the following persons be elected honorary members oi 
the American Economic Associaion: C. F. Bastable, of Dublin, Ireland, 
Lujo Brentano, of Munich, Germany, K. Biicher, of Leipzig, Germany, L. 
Einaudi, of Turin, Italy, Gaston Jéze, of Paris, France, Achille Loria, of 


Turin, Italy. 


‘See page 331 
“See page 339, 
See page 340. 
‘See page 342. 
See page 344 
*See page 344. 
‘See page 345. 
‘See page 350. 
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It was voted to instruct the Secretary to cast a white ballot to elect as 
honorary members the persons recommended. 

President Young appointed J. A. Field, Dr. A. N. Young, and J. H. 
Rogers, a Committee on Resolutions. 

Professor Paul H. Douglas moved that it was the sense of this meeting 
that the Executive Committee add to to the list of officers that of Honorary 
President. Professor Page moved as a substitute motion that the Execu- 
tive Committee be requested to consider methods of expressing the appre- 
ciation of the Association of the work of distinguished scholars in this 
field. The substitute motion prevailed and was adopted. 

Adjourned 


The second business meeting of the American Economic Association was 
held at the Hotel Pennsylvania, New York, December 31, 1925, at 9:00 
s.m., President Young presiding. 

The minutes of the meeting of December 29, 1925, were read and ap- 
proved. 

President Young made an informal report on his effort to carry out the 
instructions of the Association in connection with the Commons-Willis 
Resolution (cf. Proceedings, March, 1925, p. 129), and reported that the 
Executive Committee had voted to defer further action on this resolution 
on account of the financial obligations that would be involved. (cf. Report 
of Executive Committee, p.) This report was adopted. 

The report of the Finance Committee’ was read by Mr. Deibler for Mr. 
Crennan. It was approved. 

Professor Dewey made a brief statement concerning the proposed proj- 
ect for the Committee on Social Science Abstracts. 

Professor Seligman reported for the Nominating Committee a list of 
oficers as follows: 

For President: Edwin Walter Kemmerer, of Princeton University. 

For Vice-Presidents: Benjamin Strong, New York, Ira B. Cross, Uni- 
versity of California. 

For Secretary-Treasurer: Frederick S. Deibler, Northwestern University. 

For members of the Executive Committee: Richard T. Ely, Northwestern 
University, Clyde O. Ruggles, Ohio State University. 

For members of the Editorial Board: Ray B. Westerfield, Yale University, 
Ernest M. Patterson, University of Pennsylvania. 

For the Program Committee: Paul H. Douglas, University of Chicago. 

To represent the Association on the Social Science Research Council: 
Horace Secrist, for a term of three years. 

Wesley Mitchell, to fill the unexpired term of John R. Commons, re- 
signed. 

The nominees were unanimously elected. 

Professor Ely reported for the Committee on Methods of Nominating 
Officers, that the plan followed during the year 1925 be continued dur 
ing the coming year, and the Committee be continued with the view of 
bringing in a permanent plan at the next annual meeting. 

Approved. 

The Committee on Resolutions reported as follows: 

The members of the American Economic Association, at the close of their thirty- 
eighth annual meeting, wish to record their appreciation of the thought and effort 


*See page 353. 
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owed by the officers, the committees, the chair- 


men, and other repr the Association upon the planning and the conduct 
of the meetin 

In particular, tl to President Butler and Mrs. Butler their 
thanks for the grac tality which threw open to them the doors of the 
Faculty House at Co Ur rsity 

To Professor R. C. MeCre nd |} ociates upon the local committee they offer 
their hberrtiest t Imirably unobstrusive, compact, and convenient 
irrar ments that | 1 all these sessions 

The Association t n to express its grateful appreciation of the 
ible service of Profs R B 


Secretary of the A 
which he held the off 
unsparingly to the 
obligation 

After a brief st 
tion of the Austra 


Executive Committ 


the best wishes of thi 


nomic Association 


The list of invita 


Westerfield, who has resigned from his duties as 
the last annual meeting. During the five years for 
Professor Westerfield gave his time and his thought 

f the Association. He has laid us all under deep 


Mr. Harold Heaton describing the forma- 
= Association, it was voted to direct the 
e and to send a suitable message conveying 


Association to the officers of the Australian Fco 


tions for the next annual meeting was read by the 


Secretary. It was voted to re fer to the Executive Committee the selection 


of time and place of 


Minutes of the Fin 
The first meeting 


the meeting in 1926. 
Adjourned. 


t Meeting of the 1926 Executive Committee. 
the 1926 Executive Committee was held at the Hotel 


Pennsylvania, New York, on December 31, 1925, at 12:30 P. M. There 


were present: Profe 
Dewey, Ely, Kiekh 
Voted: That the su 
the year 1926. 
Voted: That the S 


as a Supplement to the 
Voted: To appoint M1 
Association for the yea 


Voted: That the Sec: 
of the associations cor 


\llvn A. Young, presiding, Messrs. Day, Deibler, 
P ive, and Reed. 


S15 


00 be appropriated for Revrew contributions during 


ry be authorized to publish a Handbook of the membership 
Tune issue of the of the Review. 
I \. Harriman of Washington, D. C.. as Counsel for the 


109% 


tary he 


iuthorized to attend the meetings of the secretaries 
tuting the American Council of Learned Societies, the 


meetings to be held in New York, January 22 and 23, 1926. 


Voted: That in the 


Secretary be authorized t 


with the Vice-President 

Voted: That Mrs. R 
American Economic A 
Women’s Bureau, to di 


Voted: That David F 


of Economic Research, 
Voted: That the de 


of future requests to circularize the membership, the 


ke the matter up with the President, or in his absence, 
the Association 

Woodbury be appointed as a delegate to represent the 
tion at the conference called by the United States 
the problems of women in gainful occupations. 

riday be reappointed as a Director on the National Bureau 
representing the American Economic Association. 


ermination of the time and place for the Spring meeting of 
the Executive Committe: 


he left with the Secretary. 


Adjourned. 
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REPORT OF THE SECRETARY OF THE AMERICAN ECONOMIC 
ASSOCIATION FOR THE PERIOD ENDING 
DECEMBER 12, 1925. 


In order that the work of the Association for the year may be reported 
fully, the Secretary has included in his report the minutes of all meetings 
of the Executive Committee held during the year, as follows: 

(1) Minutes of the First Meeting of the Executive Committee at Chi 
cago, Illinois, December 31, 1924. These minutes, as given below, were 
published in the Supplement of March, 1925, pp. 130-131: 

' The first meeting of the 1925 Executive Committee was held at the Con- 
gress Hotel, Chicago, Illinois, at 1 P. M., December 31, 1924. 

The minutes of the meeting of December 29, 1924, were read and ap 

proved. 


Voted: To authorize the Treasurer to pay the Babson Prize Awards, as well as 
the honoraria to the judges. 

Voted: To elect Mr. E. A. Harriman Counsel of the Association for the current 
year. 

’ Voted: To appoint Mr. A. A. Young to the Joint Census Advisory Committee 
for three years. 

Voted: That the Secretary be instructed to express to the National Council of 
Social Studies (1) the high appreciation of the American Economic Association of 
the work done by the Council, and (2) its willingness to pay the traveling expenses 
of its representative on the Council. 

Voted: To continue publishing in the Amertcan Economic Review the list of 
doctoral theses in preparation. 

Voted: To instruct the Managing Editor to publish a list of the doctoral theses 
accepted by the universities each year. 

Voted: That the funds are not available at the present time for publishing 
Levy’s Senior’s economic manuscripts. 

Voted: That it does not seem wise at the present time to assume the financial 
burden of assisting in the publication of Starr’s Life of William G. Sumner. 

Voted: To appoint Mr. D. R. Dewey as representative of the American Economic 
Association on the Joint Committee on the Publication of Periodical Abstracts. 

Voted: To instruct the Managing Editor and his Editorial Board to determine 
the advisability of publishing the Babson Prize Essays. 

Voted: To authorize President Young to appoint a committee to consider plans 
and nominees for the offices of Secretary and Treasurer in case the present incumbent 
resign at the spring meeting of the Executive Committee. 


Adjourned. 


(2) Minutes of the Second Meeting of the Executive Committee at 
New York City, April 11, 1925: 


The second meeting of the Executive Committee was held in Hotel Commodore, 
New York City, at 10:15 A. M., April 11, 1925. There were present: Messrs. Young, 
presiding, Dewey, Day, Reed, Hancock, Ely, Kiekhofer, Mitchell, and Westerfield. 

The minutes of December 31, 1924, were read and approved. 

Voted: That the American Economic Association publish as a Supplement to the 
Review the essay which won the first prize in the recent Babson Competition. 

Voted: That Professor David Friday be reappointed as Director of the National 
Bureau of Economic Research, representing the American Economic Association. 

Voted: That the Secretary advise Mr. Henry Holt that the American Economic 
Association has no objection to his circularizing the membership of the Association, 
and offering them a special discount on Starr’s Life of William G. Sumner. 

Voted: That the Secretary advise the American Council of Learned Societies that 
the American Economic Association is favorably disposed toward the Council's 
proposal to distribute at cost the constituent Societies’ publications to certain needy 
foreign libraries and institutions. 

Voted: That the President appoint a committee of three on economic research 
charged with preparing a list of the major economic researches in hand or contem- 
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plation and to keep the American Economie Association membership informed 0; 
this matter. 

Voted: That the President appoint a standing Finance Committee, consisting 0 
the Treasurer and two others, whose business it shall be to supervise the investment 
of funds. 

Voted: That the Treasurer be instructed to have himself bonded in a sum of 


$25,000, and his principal assistant in a sum of $5,000. 
Voted: That the Treasurer be instructed to put the Association’s investments in 
the hands of a trust company, or trust department of a bank, as agent. 


Voted: That the President be instructed to confer with various economic research 
hureaus according to the vote of the Association on Professor Willis’ motion relative 
to an investigation of price making and quoting. 


Voted: To approve the action of the Treasurer in selling twenty shares of th 
Standard Gas and Electric Company 7% cumulative prior preference stock and 
uuying in their stead $2,000 of City of Los Angeles, California, bonds 454’s, 1945. 

Voted: That the next annual meeting be held in New York City, December 28-31, 
the provision for lo« ccomodations being left to the Secretary and the loca! 
committee whom he m ppoint 

Voted: That Professor F. S. Deibler be elected Secretary and Treasurer and that 
the succession be carried out at the common convenience of the incoming and 
outgoing officers 

Voted: That the new Secretary and Treasurer be paid an honorarium of $1,000 
per year for his I 

Voted: That the Treasurer be authorized to have his books audited at the end 


of his term of office 
Voted: That the Secretary and Treasurer be authorized hereby to turn over to 
his duly appointed successor the various properties of the Association. 


Adjourned. 
(signed) Ray B. Westerrtexp, Secretary. 


(3) Minutes of the Third Meeting of the Executive Committee, De- 
cember 29, 1925 

The third meeting of the Executive Committee of the American Economic 
Association was held at the Pennsylvania Hotel, New York, December 29, at 8:30 
A. M. There were present: President Young, presiding, and Messrs. Day, Deibler, 
Dewey, Ely, Hancock, Kiekhofer, Jones, Page, and Reed. 

The minutes of the April 11 meeting were read and approved. 

Voted: To defer further action on the suggestion to appoint a special committee 
to make a detailed study of the classification of economists in Federal Service. (cf. 
Report of Committee, Proceedings, March Supplement. 1925, p. 150). * 

Voted: To appoint Professor Willcox for a term of three years on the Joint 
Census Advisory Committee 

President Young reported that he had conferred with a number of bureaus of 


research concerning the feasibility of making an investigation into the methods of 
price quoting, (as per the Commons-Willis Resolution, March Supplement, 1925. 
p. 129). Several bureaus indicated an interest in the undertaking provided the 
American Economie Association would undertake the task of raising the necessary 


financial support, which was estimated at from $25,000 to $45,000. 

Voted: That because of the financial conditions involved it is impractical for the 
American Econom \ssociation to undertake the investigation, and to request 
President Young to make a report at the next business meeting on the conditions 
found in attempting to carry out the instructions of the Association. 

Voted: That the Committee on Methods of Nominating Officers be requested to 
suggest a plan for nominating officers af the Association, and to report at the final 
business meeting on Thursday, December 31, 1925. 

Voted: To delay action for the present on the suggestion of Professor Seligman 
that the Association publish a list of prizes and fellowships available for research 
in economics. This action was taken because of the work of the American Council 
of Learned Societies and the Social Science Research Council along similar lines. 

Voted: To postpone action on the appointment of a committee of three on Eco- 
nomic Research, pending the work of the American Council of Learned Societies and 
the Social Science Research Council along similar lines. 

Voted: To lay on the table the request of Mr. Ho for the presentation of a set 
of publications of the American Economie Association. 
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President Young presented the report on the legal question raised by Mr. 
Harriman, Counsel for the Association, pertaining to the relations of the American 
Economic Association with the American Council of Learned Societies. It was 
voted that the Secretary put into the hands of Professor Haskins the correspondence 
on the question and that further action by this Association be deferred for one year, 
as it is understood that the American Council of Learned Societies will take steps 
to correct any illegalities there may be in its constitution and by-laws. 

Voted: To adjourn until 9 A. M., December 30, 1925. 


(4) Minutes of the Fourth Meeting of the Executive Committee, De- 
cember 30, 1925. 


The fourth meeting of the Executive Committee of the American Fconomic 
Association was held at the Pennsylvania Hotel, New York, December 30, 1925, 
it 9 A. M. There were present: President Young, presiding, and Messrs. Day, 
Deibler, Dewey, Ely, Hancock, Jones, Kiekhofer, Page, and Reed. 

The minutes of the meeting of December 29 were read and approved. 

Voted: That the matter of showing special appreciation for the work of individual 
economists by this Association be referred to a subcommittee of the Executive 
Committee, to be appointed by the President, and a report requested at the spring 
meeting of the Executive Committee. 

President Young appointed Professor Page, chairman, and Messrs. Day and 
Mitchell. 

Voted: That in the matter of futures trading, the question raised by the letter 
of J. W. T. Duvel of the U. S. Department of Agriculture, the President be 
authorized to reply that heretofore when the American Economic Association has 
taken steps to co-operate with an administrative department of the government, a 
request to that effect has come to the Association from the head of the department 
and that should such a request be presented in this instance the Association would 
look favorably upon such co-operation as it could fittingly undertake. 

Voted: That the project for social science abstracts as presented by Professor F. 
Stuart Chapin be approved and the Secretary be authorized to enclose subscription 
blanks or other descriptive literature in his general correspondence with the mem- 
bership of the Association. 

Voted: That the request of the Honorary Secretary of the American Philosophical 
Association, inviting members of this Association to attend the Sixth International 
Congress of the A. P. A., be printed in the Review. 

Voted: To discontinue the list of complimentary members. 

Voted: That the Secretary secure and send members of the Executive Committee 
copies of Professor Seligman’s report on the project for an Encyclopedia of Social 
Science and that further action be deferred until members of the Executive Com- 
mittee had had time to study this report. 


Adjourned. 


The resignation of Professor Ray B. Westerfield from the office of Sec- 
retarv and Treasurer of the Association necessitated the moving of the 
headquarters from New Haven, Connecticut, to Evanston, Illinois. This 
transfer was effected as of May 20, 1925. Few members of the Asso- 
ciation realize the volume of details that daily pass through this office, 
and the present Secretary wishes to express his appreciation of the or- 
ganization of the work of the Association as it was passed on to him by 
his predecessor. 

In executing the orders of the Executive Committee the prize essay in 
the Babson Competition, entitled “Forecasting the Price of Hogs,” was 
published as a Supplement to the September number of the Review. 

A request to circularize the membership of the Association, received from 
Professor Arthur J. Mertzke, Secretary of the Institute of Land Eco- 
nomics and Public Utilities, was presented to the Executive Committee by 
mail and approval granted—a courtesy similar to that granted Henry 
Holt & Company in connection with the publication of Starr's Life of 
William G. Sumner. 
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During the year the President made the following appointments 


committees : 


To Finance Committe« 
C. H. Crennan, Chairman 
CatTcHINGs 
F. S. DersLer 
To Committee on Honorary Members, 
F. W. Taussic, Chairman 
H. 
E. W. Kemmerer 
G. A. KLEEN: 
To Auditing Committee 
Eri Kou! 
A. Saviers 
Paut Morrison 
To committee on Local Arrangements, 
Prorressor R. ( McCrea, Chairman 
Lewis H. Haney 
Frank A. Ross 
Jere D. Tamsty? 
Joun R. Younc 
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to 


The following table shows the changes in membership that occurred dur- 


ing the year ending December 12, 1925, the date the books were closed: 

Members and subscribers in December, 1924...................ccccccecees 3,547 

members In. December, 16846... . 2,691 

Members resigned in 1925 128 

Removed for lack of address 42 

Members dropped for nonpayment of dues 37 

Annual members changed to life members 1 

Annual members died 17 225 

2,466 

New annual members in 1925 350 
Total annual members in December, 1925 2,816 

Life members in December, 1924 98 

Life members removed 
Lack of address om 
Died 6 7 

91 

Annual members changed to life members in 1925 1 
Total life members in December, 1925 sa oe 92 

Honorary members in December, 1925.....................e00eeees 9 

Honorary members removed 
Died 1 

New Honorary member in 1925 0 
Total honorary members in December, 1925 8 
Total members in December, 1925 ~ 2,916 

Subscribers in December, 1924 749 

Subscribers discontinued in 1925 69 

680 
New subscribers in 1925 150 
Total subscribers in December, 1925...... 830 
Tora, Memspers anv Svunscrreers Decemper. 1925 3,746 


Net gain 
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The growth in membership has been encouraging, and the Secretary 
wishes to express his appreciation of the active co-operation of a very 
large number of persons who have suggested names of prospective members. 
Experience has shown that the membership of the Association can be main 
tained at less expense through this method of nomination than in any other 
yet tried. The Secretary solicits the continued interest of the member 
ship in suggesting the names of persons most likely to be interested in 
becoming affiliated with the Association. The correspondence inviting 
these persons to become members can be easily carried and at small ex- 
pense in the Secretary’s office. 

During the year the death of the following members has been reported 
and their names have been removed from the membership list: 


Le Baron Corr Locan G. McPuerson 
Anprew McF. Davis (Life Member) CHartes H. Nerrieron 
B. Tuomas A. Poiieys 

C. S. Famrretp (Life Member) Duprey R. SarGent 

H. D. W. Grsson (Life Member) Water M. Tavssic 
Davin I. Green, (Life Member) T. B. Tuompson 

Freo L. Ham Freo W. Upnam 
Rosert B. Joun M. Wurrenerap 
Epmunp J. James (Life Member) James E. Witson 
Francis B. James Rosert A. Woops 
Joseru F. Jounson T. K. Worruincton (Life Member) 


J. 
Respecttully submitted, 


Freperick S. Deisier, Secretary. 
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REPORT OF THE TREASURER OF THE AMERICAN ECONOMIC 
ASSOCIATION FOR THE PERIOD ENDING 
DECEMBER 12, 1925 


The beoks of the A ition were closed December 12, in order to give 
ample time to take « of the work of preparing for the annual meeting. 
The change of Treasur made it necessary to have the books audited twice 
since the last annual eeting. The first audit covers the period from 

Yecember 13, 1924, to May 20, 1925—the date of the expiration of th 
term of office of P: r Ray B. Westerfield. The second audit covers 
the entire period fr Jecember 13, 1924, to December 12, 1925. The 
following exhibit, t! ore, presents the cash receipts and expenditures 
of the American Ec: ic Association for the period December 13, 1924, 
to and including Decem| 12,1925. This statement should be interpreted 
in connection with the balance sheet and income account prepared by the 
Auditing Committ: 1 with the report of the Managing Editor of the 
AMERICAN Econom! | 

ann Exprnpirrres 
Cash on hand Decer 4 @11.919.74 
Membership dues $11,844.63 
Subscribing and cont iting membershiy 1.610.00 
Life memberships 200.00 
Membership extensio 1,800.00 
Subscription 3,619.04 
Investments 12,981.97 
Interest 1,515.85 
Sales of publicatior 835.85 
Sales of reprint 120.47 
Babson fund 300.00 
Profit and loss on 33.03 


Miscellaneous receipt 287.96 
35,148.80 


$46,368.54 
Erpenditures 


Publications 
Review printin $ 3,256.46 
Review editorial! 1,375.00 
Review expense ipplie 1,928.97 
Review contribu 1,133.50 


7,693.93 
Proceedings 931.43 
Sundry publicat | é 83.55 


$ 8,708.91 
Secretary’s Office 


Secretary’s salar 533.34 
Office salaries 2,801.38 
Stationery and office printin 245.71 
Office supplies 129.40 
Office postage 543.91 
Telephone and telegray , 62.17 
Annual meeting : 620.46 
Insurance . sn 79.10 
Miscellaneous expenses 515.52 


$ 5,530.99 
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Express ... 25.00 
Investments . 18,331.45 
Membership campaign ‘expenditure. . 141.74 
Furniture and fixtures............. 294.95 
American Council of Learned Societies... 139.90 
Interest accrued .... ‘ 43.67 
Babson prize essay fund . 1,432.68 
Committee expenses ... ‘ 323.70 


$36,913.09 
Cash on hand December 12, 1925: 


Central Trust Company of Cambridge........ $ 3,742.26 
State Bank and Trust Company—Savings ac- 
State Bank and Trust Company—Checking ac- 
$ 9,455.45 


$46.368.54 


Some interpretation should be made of the above accounts. The total 
expenditures for the office of Secretary-Treasurer for the year 1925 were 
$5,530.99 as against $3,717.82, an increase of $1,813.17. These additional 
expenses are accounted for partly by the cost of moving the headquarters 
of the Association, and partly by the vote of the Executive Committee to 
pay the Secretary an honorarium. The additional expenses that are charge- 
able to moving amount to $790.23, as follows: 


Crating furniture ...... ... $169.86 
Letterheads with new address .... ... 84.50 
Extra janitor service ...... Seay apa .. 17.60 
Traveling expenses of assistant secretary.......... 199.17 
Salary of new assistant secretary from May 8, to 


$790.23 


To this figure should be added $132.50 for a new cabinet to hold publi 
cations and supplies. ‘The additional salary item for the assistant secre 
tary resulted from the necessity of sending some one to New Haven to be 
come acquainted with the routine of the office. This also explains the 
traveling expenses listed. In addition the regular staff had earned and 
were allowed their vacations with pay. The honorarium to the Secretary 
from June 1 to December 12 amounts to $533.34. These sums account 
for $1,456.07 of the increased expense chargeable to the Secretary's office. 

The publication expenses show a total of $8,708.91 as against $10,133.19, 
a difference of $1,424.28. This difference, however, does not represent a 
saving. There were bills payable amounting to $1,553.37 as follows: 


Review printing (December Review) $1,184.7 
Review editorial 125 
Review expenses and suppplies 234.91 
64 
Sundry publication expense 8.73 


$1553. 37 
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The combined publicat 1 expenses were, therefore, $10,262.28, or $129.09 
more than the previous year 

The Executive Committ ted at its April meeting to authorize th: 
Treasurer to bond himself in the sum of $25,000, and his principal assistant 
in the sum of $5,000 These bonds were taken out with the American 
Surety Company at a cost of $75.00 


At the April meeting the Executive Committee approved the action of 
the Treasurer in selling twenty shares of the Standard Gas and Electric 
Company 7 per cent cumulative preference stock and buying in their stead 


$2,000 of City of Los Angeles, California, bonds. 

The Executive Committee instructed the Treasurer to place the securi 
ties of the Association in the hands of a trust company, or the trust de- 
partment of a bank, as agent. These instructions have been carried out 
and the State Bank and Trust Company of Evanston, Illinois, is acting 
in this capacity. The bank holds the securities in trust and collects the 
interest, notifying the Treasurer of the amounts collected and of the matur 
ity or the calling of any security so held. The charge for this service is 
$1.00 per security per year 

The Executive Committee authorized the President of the Association 


to appoint a standing Finance Committee to consist of the Treasurer and 
two others to supervise the investment of the funds of the Association. 
Mr. C. H. Crennan, of the Continental and Commercial National Bank of 


Chicago, was appointed as chairman, and Waddill Catchings of Goldman 
Sachs and Company, New York, the third number. As soon as this com- 
mittee was appointed t! ['reasurer submitted to its members a list of the 


existing securities owned by the Association and advised them that $5,000 
were available for investment. Upon the advice of the other two members 
of the Finance Committee the following securities were sold, and the pro- 
ceeds invested in certificates of deposit, awaiting a more favorable invest- 
ment market 


Bonps Soup 


Par Cost Sold 
Chicago Joint Stock Land Bank 5¥2s $4,000.00 $4,040.00 $4,160.00 
Los Angeles Sewerage 4°45 2,000.00 2,091.00 2,000.00 
Imperial Japanese Government 6's 2,000.00 1,850.00 1,870.00 
Upon the recommendation of the Finance Committee the Treasurer 
has purchased the following securities from the proceeds of bonds sold 
and surplus funds of t \ssociation 


3onps Bovent 


Par Cost 

Armour and Company 5 $2,000.00 $1,870.00 
Illinois Bell Telephon Company 2? 000.00 2,007.00 
Commonwealth Edison Com} 2,000.00 2,050.00 
Illinois Central Join 2,000.00 1,995.00 
Standard Milling Com, 2,000.00 1,945.00 
Sheffield Farms 6's 1,000.00 1,071.00 
Pacific Mills, Ltd. 6 2,000.00 2,040.00 

The total investme: of the Association now amount to par, $25,000; 
cost, $24,461.50, with an annual interest yield of $1,350. 

The Finance Committee recommends that the Treasurer keep any funds, 


temporarily idle, in rtificates of deposit. These instructions 
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vill be followed in handling any such funds during the coming year. The 
State Bank and Trust Company of Evanston, Illinois, has paid since Octo 
her 1, 2 per cent on all deposits in the checking account above $1,000. 

Contributions totaling $1,800 were received through the Special Finance 
Committee headed by Professor Seligman. This sum was credited to the 
nembership extension fund. During the year the sum of $182.21 was 
expended from this fund, leaving a credit balance of $5,823.42 on Decem 
ber 12. 

After the publication of the Babson Prize Essay there remained a balance 
of $103.88 in this account. Mr. Babson very graciously donated this sum 
to the Association to be used in any research purposes in which the Asso- 
ciation was interested. 

The net receipts from membership dues for the year were $13,454.63 as 
against $13,336.04 the previous year. This represents an increase of 
$118.59 from this source. It is of interest to note that the income from 
subscribing and contributing members increased during the year from 
£1,390 to $1,610. The finances of the Association could be materially im- 
proved if more members were to enter the subscribing and contributing list. 

Notwithstanding the unusual expenses mentioned above the total ex- 
penditures were well within the net income for the vear as may be seen 
from the above statement. The assets of the Association as of December 
12 include a current balance of $2,334.26, savings accounts of $7,121.19 
and investments of $24,661.75 listed at cost. 

Two new Royal Typewriters were purchased at a net cost of $157.50. It 
may be found to be an economy to install an addressograph to handle the 
mailing lists—a matter now under investigation by this office. The ex- 
penses of operating the two offices should show some savings during the 
coming year, on account of the extra moving expenses incurred during the 
present year. 


tespectfully submitted, 
F. S. Derster, Treasurer. 
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fiscal period be ginn 


Cash in State Bank and 
Co., Evanston, II 
‘ash in savings accou 
Central Trust Co., 
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State Bank and 
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F THE AUDITING COMMITTEE 


Evanston, Illinois, December 22, 1925 


101 \ssociation, Incorporated: 


books and accounts of the American Economi 
1, for the fiscal period December 13, 1924, to 
| find that the balance sheet presented below and the 
tatement and surplus account are correctly 


ed at cost, and cash have been verified by 
ertificates from the depositories. The reserves 
ible and for other receivables are, in the opinion 
nt to care for uncollectible items. 
opinion, the balance sheet correctly reflects the 


th Association on December 12. 1925, and the 
statement fairly states the results for the 
D iber 13, 1924, and ending December 12, 1925. 


Respectfully, 


Eric L. Konuer, C. P. A. 
Paut L. Morrison, C. P. A. 
A. SALIErRs. 
Auditing Committee. 
as OF DecempBer 12, 1925 


Liabilities 


I t Accounts Payable ........... $ 1,553.37 
$ 2,334.26 Membership dues prepaid ... 527.50 
Subscriptions prepaid ....... 1,316.19 


Special membership 
campaign fund— 
Balance, Dec. 13, 


) Contributions dur- 


Total available .... 6,005.63 


Less—Compaign  ex- 
penses . 182.21 
5,823.42 
Life memberships ... 6,075.00 
Surplus 22,271.10 
| 
198.7 
857.18 


$37,566.58 $37,566.58 
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INcoME STATEMEN 


Ordinary income: 


Dues— 
Membership dues ; 313,043.86 
Less—Defaulted dues . ; 451.25 


Subscribing and contributing membership dues 


Other income: 
Interest 
Profits on sales of investments ...................... 
Contribution, balance of Babson Prize Essay Fund 


Ordinary outgo: 
Secretary’s salary 
Office salaries 
Stationery and office printing 
Telephone and telegraph .......... 
American Council of Learned Societies .. 
Nxpress and cartage 
Rapenses of committees 
Depreciation, furniture and fixtures . 
Insurance, secretary’s office ........ 
Moving and miscellaneous ......... 


Excess of ordinary income 
Publication outgo: 

Printing 
Review contributional ......... 
Editorial expenses and supplies 
Sundry expenses of printers 
insurance 


Publication income: 
$ 2,5 
Less—Defaulted subscriptions 2 
Sales of publications 
Excess of publication outgo 


Net income for period ........ 


Surpius Account, December 12, 


Balance, December 13, 1924 
Additions: 


eS 
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. 1924, ro Decestper 12, 1925 


$12,592.61 
1,657.50 
$14,250.11 


1,400.98 

65.73 

103.88 

79.95 
1,650.54 


1,500.00 
1,133.50 
2,163.88 
1,176.69 
92.60 
56.00 
$11,847.87 


2,346.08 
766,16 


1925 


An amount transferred from Life Memberships due to re- 


moval of life members during period ....... 
Net income as shown in the accompany income state 


eme ent for 


the fiscal period beginning December 13, 1924, and ending 


December 12, 1925 


$15,900.65 


5,898.23 


10.002. 


§,735.63 


> 1,266.79 


$20,629.31 


1266.79 


$ 1,641.79 


i 
le 
ly 
n 
3 533.34 
le 2,782.38 
256.63 
511.59 
129.40 
61.57 
420.46 
139.90 
25.00 
348.70 
79.39 
79.10 
530.77 
7 | 
9 | $ 5,725.20 
62.33 
16.25 
| 3,112.24 
— 
Surplus per balance sheet December 12, 1925 ......... . .$22,271.10 


REPORT OF TI NAGING EDITOR OF THE AMERICAN 
ECONOM REVIEW FOR THE YEAR ENDING 
DECEMBER, 1925 


The cost of the | vy during the past year was $10,510.39, as com- 
pared with $9,802.86 1924 This is an increase of $707.53. Nearly 
$300 ($293.31) wa to clerical assistance on account of increased 
salary and a change in assistant; $91.50 was due to the purchase of a 
new typewriter; $28 was due to printing costs. The increase in the 
latter item was caused by the printing of a larger number of copies, an 
average of 250 copies more per issue. 

By principal items the cost of the Review during 1925 was as follows: 

Salary of editor . .81,500.00 
Clerical assistance . 1,757.32 
Supplies . 406.56 
Printing (including paper) . 5,713.01 
Payments to contributors .. 1,188.60 

Total . $10,510.39 


On the basis of printing 4100 copies, the following budget for 1926 is 
submitted: 


Printing . $3,700.00 
Reprints, postage, et . 500.00 
Paper . 1,850.00 
Editorial . 1,500.00 
Clerical 1,600.00 
Supplies . 850.00 
Contributor .. 1,200.00 

Total . $10,200.00 


The following persons have served as editors during the past year: 
Professor J. E. Le Rossignol and Dr. W. W. Stewart, whose terms expire 
this year; Professor A. P. Usher and Professor G. S. Watkins, whose terms 
expire in 1926; and Professor J. M. Clark and Dr. E. G. Nourse, whose 


terms expire in 1927 


In the abstracting of periodicals, Professor Arthur W. Hanson of the 
Massachusetts Institute of Technology has taken the place of Professor 
Martin J. Shugrue of the same institution. Dr. Harry Jerome of the Uni- 
versity of Wisconsin has assumed the abstracting of journals in the field 
of statistics in place of Professor Bruce D. Mudgett of the University of 
Minnesota, who has g ibroad. Mrs. Marjorie Sheets Weber has dis- 
continued the preparation of abstracts on shipping; and the place has not 
been filled. Dr. R. F. Foerster of Princeton University has abstracted 
Italian and Spanish journals since the establishment of the Review, but is 


resigning this work with the December issue. The place has not as yet 
been filled. 


During the past 129 persons have co-operated in the preparation 
of the Review, including leading articles, communications, reviews, docu- 
ment notes, and periodical abstracts. 

Appended are t! omparative tables showing the distribution of con- 
tents and cost by tems, in continuation of tables previously given. 


Davis R. Dewey, 
Managing Editor. 
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Taste 1—Paces Grven tro Eacu Secriox 
Year articles Reviews | — Notes Totals 
ed 1911 342 304 62 89 133 40 | 8 978 
1912 | 291 | 298 101 110 186 41 11 | 1038 
a 1913 | 347 | 268 104 | 141 167 | 43 | 8 | 1078 
he 1914 | 327 | 243 136 | 113 166 35 | 10 | 1030 
a 1915 | 314 257 90 | 142 144 | 42. | 14 | 1003 
1916 | 388 256 a 90 140 46 13 | 1024 
1917 | 378 192 110 | 127 120 $2 is | 984 
1918 | 372 157 91 | 112 99 41 17 | 906 
1919 | 373 163 154 103 95 47 12 | 948 
1920 | 395 109 155 98 122 42 | 15 | 936 
1921 | 331 103 133 | 117 38 | 11 #772 
1922 | 293 91 159 35 | 124 37 | 13 | 752 
1923 | 298 122 184 26 113 43 14 | 800 
1924 | 339 110 191 | 23 | 113 42 | 18 | 836 
1925] 325 | 131 178 | 27 | 110 38 | 23 | 832 
18 
Taste 2.—ExpenpiTures 
Salary of |Payments to | Totale 
Year Printing pe Clerical | Supplies | lotals 
1911 | $2495.18 | $1500.00 | $1320.25 | $ 865.50 | $413.51 $6730.59* 
1912 3220.83 1500.00 1114.50 794.58 292.68 6922.90 
1913 3328.01 1500.00 1268.35 983.09 325.10 7404.55 
1914 3023.62 1500.00 1312.25 1236.29 459.18 7531.34 
1915 2834.91 1500.00 1210.00 1171.87 286.86 7003 . 64 
ir: 1916 3257.27 1500.00 1422.50 1173.93 339.86 7694.06 
re 1917 3762.37 1500.00 1267 .00 1151.30 326.01 8006.68 
ms 1918 3497.73 1500.00 1203.25 1260.06 332.73 7793.73 
1919 5019.50 1500.00 1231.50 1325.93 347.84 9454.77 
se 1920 6656.31 1500.00 1122.75 1595.64 | 307.20 11181.90 
1921 5646.97 1500.00 64.50 1472.50 | 319.97 9003.94 
has 1922 4795.28 1500.00 1370.00 | 314.77 7980.05 
| i923 | 5032.59 | 1500.00 1650.09 | 437.86 8620.54 
tl 1924 5423.28 1500.00 1110.25 1464.01 | 305.32 9802.86 
1925 5713.01 1500.00 | 1133.50 1757.32 429.33 1053316 
ld 
of *Includes $136.15, traveling expenses of editors. 
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REPORT OF THE JOINT CENSUS ADVISORY COMMITTEE ON 
FEDERAL STATISTICS 


The Joint Advisory Committee to the Director of the Census respect- 
fully reports that one meeting of the Committee has been held during the 
year 1925, and in consequence there is very little of accomplishment to re- 
port to you te you by your representatives on this Committee. 

The meeting referred to was held on the 27th and 28th of May. There 
were present all the members of the Committee, and the session was largely 
occup.ed with a discussion ¢ 
lation during the intercensal 


»f the general problem of estimates of popu 
period and such current problems as existed 
in connection with census reports on religious bodies, water transporta- 
tion, and financial statistics of cities. Much of the three sessions was de- 
voted to the progress of tabulation on the Census of Agriculture and the 
form and content of the reports to be issued relating to this Census. 

It was the desire of the Director of the Census that a second meeting 


should be held in December, but this proved to be inexpedient because of 
the inability of all members to attend on a given date. The next meeting 
of the Joint Committ ikely, therefore, to occur in January, 1926. 


Respectfully submitted, 


S. Rosstrer, Chairman. 

Grorce F. WarREN. 

Attyn A. Youne. 

Water F. Wittcox. 
Representing the American Economic Association. 


REPORT OF THE REPRESENTATIVE ON THE BOARD OF 
DIRECTORS OF THE NATIONAL COUNCIL 
FOR THE SOCIAL STUDIES. 


The noteworthy t i with the work of the National Coun 
cil for the Social S r the year 1925 have been first, the establish 
ment of seven commit through which the main work of the Council will 
be carried on; second ormulation of a set of standards for teacher 
training in the field: and third, the vote of the National Education As- 
sociation to give departmental status to the National Council. 

A detailed statement of the work of the Council for the year is pub- 
lished over the signature of its Secretary in the December number of The 
Historical Outlook. The same statement carries a review of the five years 
of history of the National Council teference to this published statement 
makes unnecessary a xtended comment by your representative on the 
Board of Directors 

The past achievements of the National Council, its recognition by the 
National Education Association, and its clear promise of future usefulness 


justify a recommendation that the American Economic Association author- 
ize the continuance for 1926 of a representative upon the Board of Direc- 
tors of the Council 


Respectfully submitted, 


L. C. MarsHALL. 
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REPORT OF THE REPRESENTATIVES ON THE SOCIAL 
SCIENCE RESEARCH COUNCIL. 


The Social Science Research Council was organized in 1923 by con- 
current action of natienal associations interested in social research. This 
croup at first included the American Economic Association, the American 
Sociological Society, the American Political Science Association, and the 
American Statistical Association. During the year 1925 the membership 
of the Council was increased by the addition of representatives from the 
American Psychological Association, the American Anthropological Asso- 
ciation, and the American Historical Association. 

During the year 1925 the Council appointed a special Committee on 
Problems and Policy for the purpose of considering certain special questions 
already before the Council, as well as others, and of canvassing the gen- 
eral policy to be followed by the Council. The Committee on Problems 
and Policy held a ten days’ session at Dartmouth during the summer and 
considered at length the work of the Council in general and a number of 
specific problems in particular. As a result of this conference the Coun- 
cil decided to organize a standing committee known as the Problems and 
Policy Committee to consist of six members chosen by the Executive Com- 
mittee for a term of three years. This committee under the general di- 
rection of the Council will have power to devise and recommend research 
problems referred to it by the Council, and any other problems as the 
Committee may see fit to reeommend. The committee will ordinarily deal 
with each of the following aspects of the problems considered: 

1. The practicability of the problem for scientific investigation. 

2. Adequateness and appropriateness of the technical plans and budget 
involved. 

38. The selection of the personnel for the supervision of the problem. 

The committee will have power to appoint special advisory committees, 
of ordinarily not more than five, to consider the formulation of a problem, 
to analyze the problem into parts, susceptibility of scientific treatment, to 
study the character and scope of the investigations which seem desirable, 
and to suggest agencies whose co-operation can profitably be inlisted in the 
work. This committee now consists of the following members: 

Prof. A. B. Hall, University of Wisconsin, Chairman. 

Prof. Edwin F. Gay, Harvard University. 

Mr. Shelby M. Harrison, Russell Sage Foundation. 

Prof. Clark Wissler, Yale Unversity. 

Dr. H. G. Moulton, Institute of Economics. 

Prof. R. S. Woodworth, Columbia University. 

The Committee recommended and the Council approved the setting up of 
committees on research in the field of alcoholism, in the negro problem, the 
study of crime, in the field of agricultural economics, and in certain signif- 
icant phases of social and industrial relationships. 

On the recommendation of the committee, the Council at its last meeting 
also adopted the following general policies in respect to research: 

A. Ordinarily it will be the policy of the Council not to undertake in- 
vestigation directly other than preliminary studies. 

B. Ordinarily the Council should deal only with such problems as 
involve two or more disciplines. 
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C. Generally it id be the policy of the Council to serve only as a 
clearing house in matters of research in the social science field. 

Furthermore, it was determined by the Council to undertake the gathering 
of pertinent information concerning research projects, personnel, funds, and 
endowments available for research. It was understood that the Council 


would co-operate with any other agencies interested or engaged in similar 
enterprise in overlapping fields. 

During the vear 1925 funds were made available to the Counci! for the 
purpose of awarding fellowships to advanced students desiring to carry 
on social research in the field of the social sciences broadly construed. 
Broadly speaking, these fellowships correspond to those awarded by the 
National Research Council. Evidence of exceptional ability in research 
must be presented by each applicant, together with a definite outline of 
a project giving promise of scientific accomplishments. The terms of the 
fellowship may range from several months to as much as two years, de- 
pending upon the character and requirements of the problem. The work 
of the fellows is subject to the supervision of the Council’s Committee on 
Fellowships, of which Professor Wesley C. Mitchell is Chairman and 
Professor F. S. Chapin of the University of Minnesota is Secretary. A sub- 
stantial fund to cover these fellowships for a period of five years has been 
set aside by the Laura Spelman Rockefeller Memorial. In the year 1925 
the sum of $49,000 was available for this purpose. The first awards of the 
Council are as follows 


Lurner Lee Bernarp, Pu.D., Professor of Sociology, University of 
Minnesota. 

Problem: A study of the development of the social sciences in Argentina 
with special reference to the economic, political, and other cultural cir- 
cumstances under which they were developed. 


Cuartes Warren Everett, M.A., Instructor in Department of English 
and Comparative Literature, Columbia University. 


Problem: Life of Jeremy Bentham and the editing of his unpublished 
manuscripts 
Haroup F. Pu.D., Instructor in Political Science, University 


of Chicago. 

Problem: Factors determining the extent of popular participation in 
elections in typical European States. 

Marcus Lee Hansen, Pu.D., Assistant Professor of History, Smith 
College. 

Problem: A basic study of the origins of the foreign elements in the 
settlement of the Upper Mississippi Valley. 

Josepu Prarr Harris, Pu.D., Instructor in Political Science, University 
of Wisconsin. 

Problem: Workings of election registration systems in the United States. 

Wintiam Jarre, Docteur en Droit, Tutor in French and Economics, 
( ollege of the City of New York. 

Problem: The Industrial Revolution in France. 

Evear W. Knieut, Pu.D., Professor of Education, University of North 
Carolina. 

Problem: A study of the Folk High Schools in Scandinavian Countries, 
especially Denmark, Sweden, and Finland. 
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Simon S. Kuznets, M.A., (Candidate for Ph.D., 1925, Columbia). Fellow 
in Economics, Columbia University. 

Problem: Secular trends in economic theory, their interrelations and 
their bearing upon cyclical fluctuations. 

Rose S. Matmup, M.A., Graduate student, Columbia University. 

Problem: The psychology of literary ability. 

Tuomas P. Martin, Pu.D., Associate Professor of American History, 
University of Texas. 

Problem: A study of Anglo-American relations as influenced by eco- 
nomic, political, and social forces playing within and between the two 
peoples. 

Hurzet Merzcer, M.S., (Candidate for Ph.D., 1925, University of 
Minnesota). Part time Research assistant, University of Minnesota. 

Problem: An analysis of the price of certain farm products, with a 
view to deriving information that wili promote the better adjustment of agri- 
cultural production. 

Ernest R. Mowrer, Pu.D., Assistant Professor of Sociology, Ohio 
Wesleyan University. 

Problem: Family disorganization as a socially inherited behavior pat- 
tern. 

Mrs. Mitprep Dennett Mupgett, Pu.D., Assistant Professor of So- 
ciology, University of Minnesota. 

Problem: Legislation affecting the pre-school child in certain European 
Countries. 

Denuarp Spero, Pu.D., Fellow, New School for Social Re- 
search. 

Problem: The position of the negro in industry. 

DorotHy Swaine Tuomas, Pu.D., Research Assistant, Federal Reserve 
Bank of New York. 

Problem: The economic factor in crime. 

During the last year the Committee on Human Migration, of which 
Dean Abbott is chairman, continued the development of its projects. One 
unit of the plan was undertaken by the National Bureau of Economic Re- 
search under whose general direction Professor Jerome of the University of 
Wisconsin was engaged in the study of the relation of the mechanization 
of industry to migration. This project was continued during the year 
1925-1926 and it will be completed by July 1, 1926. 

The Committee also undertook a statistical study of the basic movements 
in migration in recent times under the direction of Professor Walter Willcox 
of Cornell University. In co-operation with the National Research Coun- 
cil’s Committee on Human Migration (of which Professor Stratton is 
chairman) a comprehensive plan is now being worked out and it is hoped 
that the plan may be completed within a short time and its execution vigor- 
ously pushed forward. The co-operation of the Committees from the two 
councils offers an excellent example of the possibilities and also the diffi- 
culties of bringing about successful co-operation between those interested 
in the social implications of natural science and those interested in social 
science. 

The Committee on International News and Communication, of which 
Mr. Walter S. Rogers is chairman, continued the development of its pro- 
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gram during the y 9 \n interesting offshoot of the work of this 
Committee is the establishment in 1925 of an Institute of Current World 
Events, a foundat vhich will make possible a detailed study of and 
reporting on current il events in a wide range of nations. This foun- 


dation of which M is director will undertake to develop personne] 


for the purpose « stions of news and public opinion in different 


parts of the world and of reporting their findings in the United States by 
means of articles, addresses, and discussions. This project is now just be- 
ginning but is already financed on a scale sufficiently broad and generous 
to make it possible to test out its possibilities. While this result was not 
anticipated when t Council created the Committee, it illustrates the 
possibilities of indir lopment in collateral fields. 

The Committee « Indexing and Digesting of the session laws of the 
various states, of Vv Professor Joseph P. Chamberlin of Columbia 
University is in cl is continued its activities during the year 1925 
and has made sul tial progress. An appropriate bill has been car 
fully drawn and t whole question will come before the House Judiciary 
Committee during t ng winter. It is hoped that it will be possible to 
make progress with t inancing of this very significant project. Through 
the efforts of the « the support of a large number of organizations 
has been secured e is every reason to believe that the work of the 
Committee will be ful in the near future. This project if carried 
through would constitute an achievement of very great significance in the 
practical study of A n legislation. 

The Committee on Social Science Abstracts of which Professor F. S 
Chapin of the University of Minnesota is chairman is still engaged in the 
development and fi ng of its plan. The Committee’s activities during 
the year 1925 includ 

(1) The prepar of sample abstracts of social science articles drawn 
from the fields of Anthropolgy, Economics, Political Science, and Sociology. 
This material will be published in the form of a dummy for distribution 
among members of the Social Science Societies in order to ascertain the 
interest in a possible Journal or Review of Social Science Abstracts and to 
determine what support may be obtained in the form of individual sub- 
scriptions for such a publication 

(2) Promising contacts have been established with several publishing 
houses regarding the publication of a Journal or Review of Social Science 
Abstracts as soon as a budget and editorial arrangements can be worked 


out. With assurances of some subscriptions and a moderate endowment the 
committee believes that a publishing house will be found willing to under- 
take the publishing of this Journal. 

(3) The Committee has also undertaken to obtain a subvention to es- 
tablish a Journal or Review of Social Science Abstracts. 

On the whole the Council has made substantial progress in 1925 both 
in the direction of more effective organization and in dealing with specific 
types of problems. It is the hope of the members of the Council that it 
may be increasingly useful to students of social science and that the various 
constituent organizations and their respective members may find it helpful 
in the organization and development of technical social research. The Coun- 
cil is in an experimental state, and suggestions for making undertakings 
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and methods more valuable to the social sciences or to those interested in 
the social implications of natural science are welcomed 


Respectfully submitted, 


Greorce EF. 
Joun R. Commons 
Horace Seerisr. 


ApsTRACT FROM THE ANNUAL ReEporT oF THE American CouNncu 
or Learnep Societies 


The activities of the American Council of Learned Societies (A. C. L. S.) 
normally fall into two categories: (1) activities of international co-operation 
arising chiefly out of the Council’s membership in the Union Academique Inter- 
nationale (U. A. I.); (2) domestic activities having for their object the development 
of relations between the constituent societies and the promotion of their interests, 
ind the advancement of the humanistic and social sciences in the United States. 

Among the international activities the following may be listed: Corpus of 
Ancient Vases, Dictionary of Medieval Latin, Dictionary of Late Medieval British 
l.atin, Dictionary of Indonesian Customary Law. 

The American delegates to the U. A. I. presented from the A. C. L. S. a proposal 
for an International Survey of Current Bibliography; also proposals that the 
U. A. I. undertake “enterprises in the fields of modern history and the social 
sciences.” 

The A. C. L. S. has been much interested in the organization in this country of 
, national committee on intellectual co-operation, the function of which should be 
to further the work of the International Committee of the League of Nations. 

’ The American Committee is composed of the following members: R. A. Milliken, 
chairman, Vernon Kellogg, secretary, James H. Breasted, Charles W. Eliot, 
Virginia C. Gildersleeve, George E. Hale, Charles H. Haskins, Charles R. Mann, 
Herbert Putnam, Elihu Root, Lorado Taft, and Augustus Trowbridge. 

Steps have been taken to distribute to foreign scholars and libraries descriptive 
lists of American learned periodicals in the humanistic and social sciences, and to 
secure, so far as possible, reduced subscription rates to foreign libraries. 

The domestic activities of the A. C. L. S. are described in the Bulletins of the 
organization. These Bulletins are distributed gratuitously to the officers and 
governing boards of the constituent societies, to the more important learned 
journals, and libraries, and to the foreign academies affiliated with the U. A. L.; 
members of the constitutent societies can secure copies on request. 

Among the domestic activities the following may be listed: “Survey of Learned 
Societies”; assistance in the founding of “Speculum,” a Journal of Medieval 
Studies; work on a catalogue of Foreign Manuscripts in American Libraries; 
Dictionary of American Biography. A subvention of $500,000 from the New York 
Times has made this undertaking possible and the work is progressing under the 
: editorship of Professor Allen Johnson of Yale University. 

: Through a grant from the Laura Spelman Rockefeller Memorial an annual sub 
vention of $5,000 has been made available for the next three years, and will be used 

i in small grants not exceeding $300 in aiding mature scholars in their research 

; projects in the humanistic and social sciences. The grants will be available for 
specific purposes, as travel, assistance, appliances, copies, photographs, ete. 

A survey of research in the fields covered by the constituent societies composing 

: the A. C. L. S. will be made during the year 1926. Professor Frederic A. Ogg of the 
; University of Wisconsin will have charge of this survey. ‘The survey will include 
; projects of research being carried on by societies, academies, institutions, foun- 

dations, governmental agencies, research bureaus, ete., as well as by individual 
i scholars. It is proposed to make as complete a list as possible of all funds, fellow- 
ships, prizes, etc. which are available for the aid and encouragement of research in 
the social sciences. 

In co-operation with the National Research Council the A. C. L. S. is planning a 
directory of American Learned Societies and institutions. 


Respectfully submitted, 


Tuomas W. Page. 
Warrek W. Witicox. 
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REPORT OF THE COMMITTEE ON AN ENCYCLOPEDIA OF 
rHE SOCIAL SCIENCES 


The project for an « clopedia of the social sciences has been under con- 
ideration for a period o two year \ joint committee composed of representatives 
from the American Economic As cclatien, American Sociological Society, American 
Anthropological Society, American Statistical Association, American Association of 
Social Workers, American Historical Association, and American Political Science 
Association, has had the undertaking under advisement and has worked through an 
Executive Committee composed of Edwin R. A. Seligman, American Economic 
Association, chairman Clar] Wissler, Anthropological Association; A. A. 
Goldenweiser, American Sociological Society; William F. Ogburn, American Sta- 
tistical Association; M in Kleeck, American Social Workers; Carlton J. H. 
Hayes, American Hist | Association; John A. Fairlie, American Political 
Science Association 

The following report the work of the Executive Committee, and is intended to 
be submitted to each of the interested Associations: 

Your committee has carefully considered the project of an encyclopedia of the 
social sciences and has cor to the following conclusions: 

(1) If such an er ypedia is to be undertaken it should cover, or at all events 
deal with, certain aspects of the following sciences: Economics, Sociology, Anthro- 
pology, Statistics, Political Science, History, Jurisprudence, Psychology, Geography, 
Biology, Philosophy, Ethic Education, Comparative Philology, Aesthetics, and 
Religion. It should, in short, include all those sciences which are either primarily 
social in character and content or which have certain social connotations. A dis- 
tinction must, however, be made between the social sciences proper, which deal 
exclusively with social matters, and the other sciences. In the first group would 
naturally fall Economics and Sociology. The other group might well be divided 
into two subordinate « é One class, such as Anthropology, Statistics, and 
Political Science, is largely, but not wholly, social in character. Accordingly only 
a part of what is tech termed Political Science, Statistics, or Anthropology 
should be included i uch eneyclopedia of the social sciences. The second 
class is composed of the maining sciences mentioned above, the social implications 
of which constitute a minor, although still important, part of the sciences in 
question. They would rdingly be represented in the proposed encyclopedia 
only through special articles or in special ways. History, for instance, would be 
represented only to the extent that historical episodes or methods were of special 
importance to the so« tudent. It is, however, precisely the social aspects of 
History, of Jurisprudence f Psychology, of Geography, of Biology, of Anthro- 
pology, of Ethics, of Linguistics, and of Aesthetics, which have come to the front 
in recent years, and it he interrelations of these sciences with the more specific 
social sciences that it especially important to emphasize. 

(2) To the question whether such an encyclopedia is desirable the answer is an 
unqualified affirmative. At no time have the interrelations of all these sciences 
attracted as much interest as at present. It is indeed true that many of the sciences 
in question are still inchoate or at all events far from complete, and that the con- 
clusions, therefore, must be largely tentative in character. But this is in our 
opinion no reason for refusing to make an attempt to take stock of our present 


knowledge and to recount what has actually been achieved. Science is always 
progressive; no science it any time ever be considered as more than a first 


approximation to truth, and much can be gained from a frank, even though tenta- 
tive, statement of our actual acquaintance with the content of the more specifically 
social sciences and of the interrelations of all the sciences with social connotations. 
The time has come, in our opinion, when such a project ought to be undertaken. 

(3) Is such an encyclopedia feasible? This again we answer in the affirmative. 
Although the number of first-class scholars is in every science always necessarily 
limited, we believe that there exists at present an adequate number of competent 
investigators to justify such a project. Especially is this true if the encyclopedia 
be representative not simply of American scholarship, but of Anglo-Saxon scholar- 
ship, with representati n the editorial board from the British Empire as well 
as from the United States, and with contributions on special topics from the more 
distinguished foreign scholars on the European Continent and elsewhere. From the 
point of view of editors and contributors we conclude that such a project is now 
feasible. 


(4) For whom should such an encyclopedia be intended? It is our opinion that 


i 
} 
t 


Report on an Encyclopedia of the Social Sciences 351 


there are two classes here to be considered. In the first place, the encyclopedia 
would be intended primarily for scholars. The student of any particular science 
would find in it not only factual and methodological information of value, but 
would also have his attention called to the relation of his own particular science to 
the other sciences involved. In the second place, however, the encyclopedia ought to 
appeal to a much more numerous class which, for lack of a better term, might be 
called the intelligentsia in the various countries. It ought to be a standard work of 
reference in every public library, and in every important newspaper office, su that 
the fundamental ideas will gradually percolate down to the wider public. The 
consequence is that the encyclopedia would have to be free from all scientific jargon 
and would have to be written in such a way as to appeal to the average intelligence 
This would also ensure a much wider sale than would otherwise be possible. 

(5) Shall the encyclopedia be primarily a dictionary or primarily a handbook as 
is customary in Germany? We have concluded that it ought to be neither the one 
nor the other; or, rather, that it ought to be both. That is to say, the encyclopedia 
ought to combine the best characteristics of both the dictionary and the handbook 
This means: 

(a) That the alphabetical method be followed; but 

(b) That the arrangement be entirely flexible so as to contain not only 
very short articles of a few lines or paragraphs, but also longer articles of perhaps 
fifty or seventy-five pages which would permit of thoroughgoing and_ original! 
contributions. 

In order, however, to include what is best in the ordinary handbook, arrange 
ments should be made for general surveys of each important science or of the 
interrelations of the various sciences in a series of contributions which might be 
published either at the beginning or at the end of the work. A carefully devised 
index or series of indexes would also facilitate a comprehensive survey of each 
particular field. 

(6) Ought biographies to be included? Your committee answers in the affirmative 
The biographies ought to comprise not alone deceased, but also living notabilities in 
all of the various sciences in question. The length of the biography should be 
proportioned to the importance of the scholar in question. 

(7) Ought a bibliography to be included? Your committee believes that every 
longer article at least should have a short, well-selected bibliography and that in 
addition the final volume ought to contain longer bibliographies under special 
topics. It is even open to question whether it might not be desirable to provide 
for annual supplements containing the more important bibliography on each 
particular subject. 

(8) What should be the size of the encyclopedia? Your committee has carefully 
studied all of the important existing encyclopedias. Many of these seem to be 
inadequate and unsatisfactory. Some of them, especially a few of the recent 
French encyclopedias, like the Catholic Encyclopedia, and the Encyclopedia on 
Greek and Roman Antiquities, while models of their kind, have nevertheless appeared 
to be too comprehensive and detailed for our purpose. We believe that the proposed 
encyclopedia should contain about ten volumes, each volume to contain about 
800,000 words. Modern technique has rendered possible from the point of view both 
of type and of thin paper something entirely different from the bulky quarto or 
folio volumes of the past. If we were to choose a ten point De Vinne type to be 
set without leading, and if we were to have a two column page, approximately 
5 x 75% inches including running head, we could have a two-column page of about 
365 words to a column or 730 words to a page which, with about 1,100 pages of a 
volume of the ordinary manageable octavo size, would contain about 800,000 words. 
The whole work, consisting of ten volumes, would therefore contain about 
8,000,000 words which in our opinion would be adequate, although not excessive, for 
an enterprise of this kind. At $7.50 a volume, the cost would accordingly be about 
$75. Inasmuch as it would take several years to complete, this sum would probably 
be within the possibilities of the intending purchasers. 

(9) What time would be required? In our opinion a work of such huge pro 
portions would take about five or six years to bring to completion, provided that 
all the financial and editorial demands were satisfied. 

(10) What would such an encyclopedia cost? The cost would consist of three 
elements: recompense to contributors; editorial outlays; and expenses of manu- 
facture and publication. 

(*) ith reference to contributors, your committee believe that the pay 
should about 21% cents a word, i. e., about $9.00 a column, or $18.00 a page. is 
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is approximately what ( said for scientific contributions. If it should turn out 
to be a little less than t werage pay, the contributors would be compensated by 
the knowledge of having part in so significant an enterprise. At this rate of 
remuneration the contr t would cost about $200,000. 

(b) The editor itlays are roughly estimated at about $40,000 a year 
for five years, or a total of $200,000 

(c) The expen manufacture and distribution would be about $110,000. 
In other words, the total expenditure would be about half a million dollars. This 
we think a conservative est ite 

(11) How could tl yrise be financed? 

From various conversations which the chairman of the Committee has had, we 
have reason to believe t the expenses of manufacture might be undertaken by 
some large publishing house, especially if it were possible for the various associations 
involved or for outside pat to guarantee the sale of a certain number of copies. 
& sale of about two tho d copies would cover the cost of manufacture and dis 
tribution. With reference t remaining four hundred thousand assistance would 
naturally have to be ndividuals or foundations. From similar conver 
sations on the part of the chairman of the executive committee, we believe that it is 
not entirely unreasonal to think that such financial assistance might be secured. 
As to this, however, « t would depend upon the way in which the project 
was worked out. 

Taking it all in all, therefore, your committee have come to the conclusions which 
are embodied in the following resolutions, such resolutions to be submitted by each 
committee to its respective Association 

RESOLVED: That tl report of the executive committee on the proposed 
encyclopedia of the sox ciences be accepted and approved. 

RESOLVED: That the committee of this Association be continued in order 
further to elaborate the project with a hope of permitting of its ultimate com- 
pletion. 

RESOLVED: That an appropriation of $250 be made by this Association for the 
year 1926 to the executive committee for necessary expenses with the understanding 
that if the project is finally consummated, the sums so advanced by each Association 
be reimbursed out of the editorial expenses, 

RESOLVED: That the committee of this Association be empowered to ascertain 
as to how many copies of the proposed encyclopedia might be subscribed by members 
of this Association at reduced rate, so as to permit of a guarantee of a certain 
number of copies to be le by this Association. 


Respectfully submitted, 
Epwin R. A. Senigman, Chairman. 
Epwin F. Gay. 
Crive Day. 
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REPORT OF THE FINANCE COMMITTEE 


At the April meeting of the Executive Committee provision was mad 
for the appointment of a standing Finance Committee to supervise the in 
vestments of the Association. The President appointed, under date of 
July 8, C. H. Crennan of the Continental and Commercial National Bank 
of Chicago, Chairman, and Waddill Catchings of Coldman Sachs and Com 
pany, New York—these two with the Treasurer to constitute the committee. 
\ list of the holdings of the Association was submitted and the following 
ecurities were recommend to be sold: 


Par Cost Sold 
Chicago Joint Stock Land Bank $4,000.00 4,040.00 $4,160.00 
Los Angeles Sewerage 454s 2 000.00 2 091.97 2000.00 
Imperial Japanese Government 6!.5 2,000.00 1.850.00 1.870.00 


The following securities were recommended as suitable for the invest 
ment of the funds of the Association and were accordingly purchased: 


Par Cost 
\rmour and Company 5los $2,000.00 $1,870.00 
Illinois Bell Telephone Company 5s 2,000.00 2,007.50 
Commonwealth Edison Company 5s 2,000.00 2,050.00 
Illinois Central Joint 5s 2,000.00 1,995.00 
Standard Milling Company 5!.s 2,000.00 1,945.00 
Sheffield Farms 614s 1,000.00 1,071.00 
Pacific Mills, Ltd. 6s 2,000.00 2,040.00 


The Treasurer was advised to keep the funds of the Association that are 
needed for operating expenses invested in certificates of deposits with such 
maturities as will enable him to meet the obligations of the Association 
This method of handling any funds, temporarily idle, will give the Asso 
ciation the maximum interest yield. 


Respectfully submitted, 


C. H. Crennan, Chairman 
Wappitt CatcHINGs. 
Frepverick S. Dersrer. 
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PUBLICATIONS 


OF THE 


AMERICAN ECONOMIC ASSOCIATION 


1926 


FIRST SERIES 


*Numbers starred are sold only with the set; the supply of those doubl arred 
is exhausted. For information apply to the Secretary 


Volume I, 1886 

Price in paper 
1. Report of Organization of the American Economic Association. Pp. 46. 9 $ 5 

2-3. **Relation of the Modern Municipality to the Gas Supply. By IE. J. 
James. Pp. 66. 15 
4. Codperation in a Western City. By Albert Shaw. Pp. 106 75 
5. Codperation in New England. By E. W. Bemis. Pp. 136 i 
6. **Relation of the State to Industrial Action. By H.C. Adams. Pp. 85 15 


Volume II, 1887 
1. Three Phases of Coéperation in the West. By Amos G. Warner. Pp. 119 


2. Historical Sketch of the Finances of Pennsylvania. By T. K. Worthington 
Pp. 106. 75 


3. The Railway Question. By Edmund J. James. Pp. 68 b 
4. Early History of the English Woolen Industry. By W.J. Ashley. Pp. 85 i 
5. Mediaeval Guilds of England. By E. R. A. Seligman. Pp. 113 75 
6. Relation of Modern Municipalities to Quasi-Public Works. By Hl. C. 
Adams and others. Pp. 87. 16 


Volume III, 18858 


1. Statistics in College, by C. D. Wright; Sociology and Political Economy, 


F. H. Giddings; The Legal-Tender Decisions, by E. J. James. Pp. 80. $ .75 
2. **Capital and Its Earnings. By John B. Clark. Pp. 69. 15 
3. The Manual Laboring Class, by F. A. Walker; Mine Labor in the Hocking 

Valley, by E. W. Bemis; Report of the Second Annual Mecting 

Pp. 86. 75 
4-5. **Statistics and Economics. By Riclimond Mayo-Smith. Pp. 127 1.00 
6. The Stability of Prices. By Simon N. Patten. Pp. 64. 15 
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**Shifting 
(Revised 
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Fifth Annual M 


Housing of t 
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First Stages of 
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**Progressiv 


inan. Pp 


Che Theory of 


Sir William Petty 
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American Economic Association 


Volume IV, 1889 


Wages Question: The Theory of Wages, by Stuart 
f a Scientific Law of Wages, by J. B. Clark. Pp 


75 
1. By Sidney Webb. Pp. 73. 2 
r the American State. By J. W. Jenks. Pp. 83. 75 
ig: Report of the Proceedings. Pp. 123. 75 
S. N. Patten; The Study of Statistics, by D. R. 
n Political Economy, by W. W. Folwell. Pp. 69. 7 
By E. Benjamin Andrews. Pp. 50. 5i 
Volume V, 1890 
Japan. By Yeijiro Ono. Pp. 122. 1.0 
i-Labor. By W. F. Willoughiy and Clare de Graffenried 
15 
Question. By E. J. James and L. M. Haupt. Pp. 85. 1.0 
} Property Tax. By J.C. Schwab. Pp. 108. 1.01 
Political Economy. By S. N. Patten. Pp. 36. 75 
Volume VI, 1891 
Reports, Papers, Discussions. 1.) 
Papers by Pinchot, Bowers, and Fernow. Pp. 102. 15 
p of Gas in the U. S. By E. W. Bemis. Pp. 185. 1.01 
n By F.C. Clark. Pp. 110. 75 
Volume VII, 1892 
United States. By F. W. Taussig. Pp. 118. 78 
of Taxation. By E. R. A. Seligman. Pp. 424 
2.06 
$y Edward A. Ross. Pp. 106. 1.00 
t th Canada of 1854. By F. E. Haynes. Pp. 70. 5 
Volume VIII, 1893 
Report of the Proceedings. Pp. 130. 75 


r in American Cities. By M. T. Reynolds. Pp. 132. 1.0 
f the Poor in France. By E. G. Balch. Pp. 180. 1.0 
f Policy of the U.S. By William Hill. Pp. 162. 1.0 


Volume IX, 1894 


r: Handbook and Report. Pp. 73. 
tion in Theory and Practice. By Edwin R. A. Selig- 


22. (See 1908, No. 4.) 1.0( 
insportation. By C. H. Cooley. Pp. 148. 73 
By Wilson Lloyd Bevan. Pp. 102. 75 


Papers on Labor Problems. By J. B. Clark, C. D. Wright, D. R. Dewey, 
A. T. Hadley, 


J. G. Brooks. Pp. 94. 75 


Volume X, 1895 


Seventh Annual Meeting: Handbook and Report. Pp. 138. 5i 

The Canadian Banking System, 1817-1890. By R.. M. Breckenridge. 
Pp. 478 
Poor Laws of M husetts and New York. By John Cummings. Pp. 136. 75 

Letters of Ri o McCulloch, 1816-1823. Edited by J. H. Hollander. 
Pp. 204. (Jn Cloth, $1.74) 1.25 

Volume XI, 1896 

Race Traits lendencies. of the American Negro. By F. L. Hoffman. 
Pp. 33 $1.25 
Appreciation and Interest. “By Irving Fisher. Pp. 110. 15 


*General Ind: 


x 


Volumes I-XI (1886-1896). 25 
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Publications of the American Economic Association 


ECONOMIC STUDIES 
Price of the Economic Studies $2.50 per volume in paper. 


Volume I, 1896 


Eighth Annual Meeting: Handbook and Report. Pp. 178. 50 
1. The Theory of Economie Progress, by J. B. Clark; The Relation of Changes 
in the Volume of the Currency to Prosperity. By F. A. Walker. 
Pp. 46. 50 
2. The Adjustment of Wages to Efficiency. Three Papers: Gain Sharing, by 
H. R. Towne; The Premium Plan, by F. A. Halsey; A Piece-Rate 
System, by F. W. Taylor. Pp. 83. ; 50 
8. The Populist Movement. By Frank L. McVey. Pp. 81. 50 
4. The Present Monetary Situation. By W. Lexis; translated by John Cum- 
mings. Pp. 72. ‘ 50 
5-6. The Street Railway Problem in Cleveland. By W. R. Hopkins Pp. 94. 75 
Volume II, 1897 
Ninth Annual Meeting: Handbook and Report. Pp. 162. 50 
i. Economics and Jurisprudence. By Henry C. Adams. Pp. 48. 50 
2. The Saloon Question in Chicago. By John E. George. Pp. 62. 50 
8. The General Property Tax in California. By C. C. Plehn. Pp. 88. 50 
4. Area and Population of the United States at the Eleventh Census. By W. F. 
Willcox. Pp. 60. 7 50 
5. A Discussion Concerning the Currencies of the British Plantations in 
America, etc. By William Douglass. Edited by C. J. Bullock. Pp. 228. .56 
Density and Distribution of Population in the United States at the 
Eleventh Census. By W. F. Willcox. Pp. 79. 50 
Volume ITI, 1898 
Tenth Annual Meeting: Handbook and Report. Pp. 136. 50 
1. Government by Injunction. By William H. Dunbar. Pp. 44 50 
2. Economie Aspects of Railroad Receiverships. By H. H. Swain. Pp. 118. .50 
3. The Ohio Tax Inquisitor Law. By T. N. Carver. Pp. 50. 50 
4. The American Federation of Labor. By Morton A. Aldrich. Pp. 54 50 
5. Housing of the Working People in Yonkers. By E. L. Bogart. Pp. 82. 50 
6. The State Purchase of Railways in Switzerland. By Horace Michelie; 
translated by John Cummings. Pp. 72. .50 
Volume IV, 1899 
Eleventh Annual Meeting: Handbook and Report. Pp. 126 50 
1. I. Economics and Politics. By A. T. Hadley. II. Report on Currency 
Reform. III. Report on the Twelfth Census. Pp. 70. 50 
2. Personal Competition. By Charles H. Cooley. Pp. 104. 50 
8. Economics as a School Study. By F. R. Clow. Pp. 72. 50 
4-5. The English Income Tax. By J. A. Hill. Pp. 162. 1.00 
6. Effects of Recent Changes in Monetary Standards upon the Distribution of 
Wealth. By F.S. Kinder. Pp. 91. 50 
NEW SERIES 
1. **The Cotton Industry. By M. B. Hammond. Pp. 382. (Jn cloth $2.00) 1.50 
2. Scope and Method of the Twelfth Census. Critical discussion by over 
twenty statistical experts. Pp. 625. (Jn cloth $2.50) 2.00 
THIRD SERIES 
Note.— During 1896-1899 the Association issue d its publication in two series, viz., 
the bimonthly Economic Studies, and the “New Series” of larger monographs 
printed at irregular intervals. In 1900 it reverted to the policy of issuing its 
monographs, now called the “Third Series” of the publications at quarterly intervals. 
Price per volume $4.00. A special rate will be made to libraries on application. 
Volume I, 1900 
1. Twelfth Annual Meeting: Papers on Economic Theory and _ Political 
Morality; Trusts; Railroad Problems; Public Finance; Consumers’ 
League; Twelfth Census. Pp. 186. $1.00 
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Publ American Economic Association 


The End of Vil g England. By T. W. Page. Pp. 99. 1.06 
Essays in Coloni I By members of the Association. Pp. 303. 1.50 
Currency and Banking the Province of Massachusetts Bay. By A. McF. 

Davis. Part | ent Pp. 464 19 photogravure plates. (In 

cloth $2.0 1.75 

Volume II, 1901 
*Thirteenth Annual Meeting: Papers on Competition; Commercial Educa- 
tion; Economic Theory; Taxation of Quasi-public Corporations; Muni- 

cipal Account Py} Of 1.25 
Currency and Banking. By A. McF. Davis. Part II: Banking. Pp. 3841. 

18 photogravure plates (In cloth $2.00) 1.75 
Theory of Value b Adam Smith. By Hannah R. Sewall. Pp. 182. 1.00 
Administration City Finances in the U. S. By F. R. Clow. Pp. 144. 1.00 
Volume III, 1902 
Fourteenth Annual Meeting: Papers on International Trade; Industrial 

Policy; Public |! ce; Protective Tariff; Negro Problem; Arbitration 

of Labor Disputes in Coal Mining Industry; Porto Rican Finance; 

Economic History. Pp. 400 1.50 
**The Negro in Afr and America. By Joseph A. Tillinghast. Pp. 240. 1.25 
Taxation in New Hampshire. By M. H. Robinson. Pp. 232. 1.25 
Rent in Modern Economic Theory. By Alvin S. Johnson. Pp. 136. 15 

Volume IV, 1903 
Fifteenth Annu Meeting: Papers and Discussions on Economics and 

Social Prog: Tra Unions and the Open Shop; Railway Regu- 

lation; Theor Wages; Theory of Rent; Oriental Currency Problem. 

Pp. 298. 1.25 
Ethnic Factors in the Population of Boston. By F. A. Bushee. Pp. 171. 1.00 
History of Contr Labor in the Hawaiian Islands. By Katherine Coman. 

Pp. 74. 
*The Income Tax Commonwealth of the United States. By Delos 

QO. Kinsman. Py} 1.00 

Volume V, 1904 
Sixteenth Annual M ng. Papers and Proceedings published in two parts. 
Part I—Papers and Discussions on Southern Agricultural and Industrial 

Problems; Sox Aspects of Economic Law; Relations Between Rent 

and Interest. Pp. 24 1.00 
Southern Economic Problems teprinted from part I. 50 
Relations Between Rent and Interest. By Frank A. Fetter and others. 

Reprinted from part | 50 
Part Il—Papers and Discussions on The Management of the Surplus Re- 

serve; Theory of Loan Credit in Relation to Corporation Economics ; 

State Taxatiol! Interstate Commerce; Trusts; Theory of Social 

Causation 1.00 
Theory of Social Causation. By Frank H. Giddings and others. Reprinted 

from part II -50 
Monopolistic Combinations in the German Coal Industry. By Francis 

Walker. Pp. 34 1.25 
**The Influence Farm Machinery on Production and Labor. By Hadley 

Winfield Quaintane: Pp. 110 -75 

Volume VI, 1905 
Seventeenth Annu Meeting. Papers and Proceedings published in two 
parts. 
Part I. Papers 1 Discussions on the Doctrine of Free Trade; Theory of 

Prices; Theor Money; Open Shop or Closed Shop. Pp. 226. $1.00 
Part II--Pap d Discussions on Government Interference with In- 

dustrial Combinations; Regulation of Railway Rates; Taxation of Rail- 

ways; Preferent Tariffs and Keciprocity; Inclosure Movement; 

Economic H of the United States. Pp. 270. 1.00 
**The History and Theory of Shipping Subsidies. By R. Meeker. Pp. 230. 1.00 


Factory Legislation in the State of New York. By F. R. Fairchild. Pp. 218. 1.00 
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Publications ot the American Economic Association 


Volume VII, 1906 
1. Eighteenth Annual Meeting: Papers and Discussions on The Love of 
Wealth and the Public Service; Theory of Distribution; Government 
Regulation of Railway Rates; Municipal Ownership; Labor Disputes; 


The Economic Future of the Negro. Pp. 325. 1.00 
2. Railroad Rate Control. By H.S. Smalley. Pp. 147. 1.00 
8. On Collective Phenomena and the Scientific Value of Statistical Data 


By E. G. F. Gryzanovski. Pp. 48. j 

Handbook of the Association, 1906. Pp. 48. 2 

4. The Taxation of the Gross Receipts of Railways in Wisconsin. By G. F 
Snider. Pp. 138. 

Volume VIII, 1907 

1. Nineteenth Annual Meeting: Papers and Discussions on Modern Stand- 

ards of Business Honor; Wages as Determined by Arbitration; Com- 

mercial Education; Money and Banking; Western Civilization and Birth 

Rate; Economic History; Government Regulation of Insurance; Trusts 


and Tariff; Child Labor. Pp. 268. 1.00 

2. Historical Sketch of the Finances and Financial Policy of Massachusetts 
from 1780 to 1905. By C. J. Bullock. Pp. 144. 1.00 
Handbook of the Association, 1907. Pp. 50. .25 
8. The Labor Legislation of Connecticut. By Alba M. Edwards. Pp. 322. 1.00 
4. The Growth of Large Fortunes. By G. P. Watkins. Pp. 170. 1.00 

Voiume LX, 1908 

Handbook of the Association, 1908. Pp. 49. 25 


1. Twentieth Annual Meeting: Papers and Discussions on Principles of 

Government Control of Business; Are Savings Income; Agricultural 

Economics; Money and Banking; Agreements in Political Economy; 

Labor Legislation; Relation of the Federal Treasury to the Money 
Market; Public Service Commissions. Pp. 311. 1 
Chicago Traction. By R. E. Heilman. Pp. 131. l 
Factory Legislation of Rhode Island. By J. K. Towles. Pp. 119. ] 

**Progressive Taxation in Theory and Practice. Revised Edition. By 
E. R. A. Seligman. Pp. 334. (In cloth $1.75.) 1.25 


Volume X, 1909 
1. Twenty-first Annual Meeting: Papers and Discussions on The Making of 
Economic Literature; Coliective Bargaining; Round Table on Account- 
ing; Labor Legislation; Employers’ Liability; Canadian Industrial- 
Disputes Act; Modern Industry and Family Life; Agricultural Eco- 
nomics; Transportation; Revision of the Tariff; A Central Bank; The 
Nationa: Monetary Commission; Capitalization of Public Service Cor- 


porations in Massachusetts. Pp. 432. 1.50 
2. Handbook of the Association, 1909. Pp. 59. 25 
8. The Printers. By George E. Barnett. Pp. 379. (Jn cloth $2.00.) 1.50 
4. Life Insurance Reform in New York. By W. H. Price. Pp. 95. 75 


Volume XI, 1910 
1. Twenty-second Annual Meeting: Papers and Discussions on History of the 
Association; Observation in Economics; Economic Dynamics; Theory 
of Wages; Country Life; Valuation of Public Service Corporations; 


Trusts; Taxation. Pp. 386. 1.50 
2. Handbook of the Association, 1910. Pp. 79. 25 
8. The Child Labor Policy of New Jersey. By A. S. Field. Pp. 229. 1.25 
4. The American Silk Industry and The Tariff. By F. R. Mason. Pp. 178. 1.00 


THE ECONOMIC BULLETIN 


Published quarterly in 1908, 1909, and 1910, and containing personal notes, news 
of the economic world, announcements of special lines of investigation, and a 
classified and annotated bibliography of the current books and articles on economic 
subjects. 


Volume’ I, 1908. Four numbers. $2.00; each .60 
Volume II, 1909. Four numbers. $2.00; each .60 


Volume III, 1910. Four numbers $2.00; each .60 
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FOURTH SERIES 
ers, libraries, etc., $5.00 a year. 


ne I, 1911 


The Americar col - rch, June, September, and December; 


I'wenty-third Annua g: Papers and Discussions on The Significance of a 
Comprehensive Syst if F ition; Money and Prices; The Ricardo 
Centenary g; Canals and Railways; Population and Immi- 
gration; Labor Les tion; Taxation; A Definition of Socialism; Com- 
petition in the Fur trad : 88 

**Handbook of th l 


The Am September, and December; 


each, 
Supplement I'wer eeting: 
Papers and I Economic Utilization of History; Tariff 
Legislation; T Fed sudget; Rural Conditions; Selection of Popu- 
lation by Migrat r Concept; An International Commission 


+} 


or re Cost f Industrial Effici ney. 
III, 1913 
June, September, and December; 


each, 
Supplement I'we! 


Papers and Pr Population or Prosperity; The Rising Cost 

of Living—S Jollar: Banking Reform; Theories of 

Distributio Man ment; Governmental Price Regulation. 
Pp 155 

Supplement—Hand Asso yn, 1913. Pp. 61. 


r, 1914 


The Amer vy, March, June, September, and December; 
each, 
Supplement.—Twen ng 
Papers and | ling The Increasing Governmental Control of 
Economic | I Control of Publie Utilities; Railroad Rate Mak- 
ing; Syndi 3 7 t ions and Business. Pp. 211. 
Supplement Hand Association, 1914 


V, 1915 


The American EK March, June, September, and **December; 
each, 
Supplement.—Twenty nual Meeting: 
Papers and Proceedings. Economics and the Law; Regulation of the 
Stock Exchange Marl Distribution; Statistical Work of the United 
States Govern: t; Relation of Education to Industrial Efficiency; The 
Effect of Incon nd Inheritance Taxes on the Distribution of Wealth; 
Public Regul lage 


Volume VI, 1916 


The American E **March, **June, September, and **December; 


each, $ 
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each, $1.25 


**Supplement.—1 t t \nnual Meeting: 
Papers 4 Pr dings. The Apportionment of Representatives; 
Effect of the War Foreign Trade; Budget Making and the Increased 
Cost of G ‘ Economic Costs of War; Economic Theorizing 
and Scient The Role of Money in Economic Theory; Price 
Maintena! t of Foreign Capital. Pp. 248. 
Supplement Han 0 Association, 1916. 
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